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DANGER SIGNAL IN 
THE MARKETS 


COLONIES AND THE STERLING AREA 


CAPITAL MARKET UNDER THE YOKE 


NEW BATTLE FOR THE FRANC 


THE STOCK EXCHANGE AND 
ITS CHARGES 


By Harold Wincott 

















AN EXPORT BONUS SCHEME FOR BRITAIN? 
































HUDDERSFIELD 
BUILDING SOCIETY 


Investments Mortgages 


BRITANNIA BUILDINGS, HUDDERSFIELD 
BRITANNIA HOUSE, 203 STRAND, W.C.2 


HEAD OFFICE : 
LONDON OFFICE : 
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LEADING 
INDIAN BANK 


contemplating opening a branch 
in London invites applications 
from experienced bankers pre- 


ferably with experience of bank- 


(Incorporated in 
BANK (2%: 
Limited Liability) 


FOUNDED 1863 
CAPITAL - £10,000,000 
PAID-UP - £5,000,000 


The Bank transacts every 
description of English and 





ing in India and also fully ac- Foreign Banking Business. 


BRANCHES throughout TURKEY and the 
NEAR EAST, including EGYPT, SUDAN, 
IRAQ, CYPRUS, JORDAN and ISRAEL. 


quainted with City conditions, 














for position of London Branch 


Manager. Full details of career er a ern ae 
Lebanon: BANQUE DE SYRIE ET DU 
LIBAN. 
strictest confidence to Box No. 

LONDON 


MANCHESTER 


110, The Banker, 9-11 Poultry, PARIS 


MARSEILLES 
London, tee 8 CASABLANCA 


should please be provided in 


20/22, Abchurch Lane, E.C.4 

56/60, Cross Street 

7, Rue Meyerbeer 

38, Rue St. Ferreol 

1, Place Ed. Doutte 
ISTANBUL 
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BRADBURY, WILKINSON & CO., LTD. 


eee 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 
ALL DOCUMENTS OF SECURITY 


LONDON OFFICE: 


HEAD OFFICE & WORKS: 
20 COLEMAN STREET, E.C.2 


NEW MALDEN, SURREY 








TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 
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The Teikoku Bank Ltd. 


(INCORPORATED IN JAPAN) 


FORMERLY THE MITSUI BANK LTD. 


ESTABLISHED 1876 





HEAD OFFICE, TOKYO, JAPAN 
We are pleased to announce that our 


LONDON BRANCH 


IS NOW OPEN AT 


13 COPTHALL COURT, E.C.2 


Telephone: MONARCH 2204 Manager: TARO KOYASU 
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Habib Bank Ltd. 


Established 1941 


Head Office : KARACHI (PAKISTAN) 


Authorised Capital .. _ 5 .. Pak Rs. 20,000,000 
Issued and Subscribed be 4 .. Pak Rs. 10,000,000 
Paid-up Capital a. , re .. Pak Rs. 10,000,000 
Reserve Funds Ds f. .. Pak Rs. 10,000,000 
Deposits as on 31-12-1951 .. oe .. Pak Rs. 438,200,000 





4 
In selecting desirable trade relations for exports and imports with Pakistan, Habib Bank Ltd., with 45 branches 
spread over West and East Pakistan, can prove to be most helpful and you are invited to use our services. 
The Bank is fully competent to handle all foreign exchange business, including opening and advising of commercial 
letters of credit, collection of documentary bills, remittances, etc. 





FOREIGN BRANCHES: Bombay, Calcutta and Colombo 


Correspondents and Agents at all important cities of the world 

















N Compleleiy New 
Accounting 
Machine 


READY FOR ANY JOB operations, and, since there is no limit 
AT THE TURN OF A KNOB to the number of different units you can 


use, there is no /imit to the number of 
“COMPLETELY NEW” — those are 4ccounting jobs the Sensimatic can do, 
words that can be applied, without and the Control Unit can be changed 
reservation, to the Burroughs Sensima- by the operator in a matter of seconds. 
tic Accounting Machine. If you find it You owe it to your business to ket 
hard to visualize an accounting ma- Burroughs show you the Sensimatic 
chine that is Jimitlessly adaptable, ‘today. 
capable at the turn of a selector-knob 
of doing countless different jobs for a 
small firm, or a vast amount of one 
particular job for a large organization, 
it is time you saw the Sensimatic in 
action. 

The key to the machine’s astonishing 
versatility is the newly discovered , 
principle of ‘“Sensimatic Control’ — } 
the incorporation of a ‘“‘mechanical©+ 
brain” that directs the machine through “ 
every mathematical function and every \, * 
carriage movement during a posting 
operation. Each Control Unit guides 
the machine through four separate 
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COMPLETELY NEW 


@ Adaptability — A turn 
of a knob—that’s all the 
effort needed to switch 
the Sensimatic from one 
posting operation to an- 
other, from Accounts 
Receivable (say) to Stock 
Records. Stores, Costs, 
Payroll, Purchase Led- 


@ Speed — The Sensi- 
matic’s light key depres- 
sion, positive form align- 
ment, early key release, 
make its operation far 
simpler, far faster, far 


more easily learnt. Any- 


one who can operate an 
adding machine can get 


the Sensimatic into full 
production! 


ger, General Ledger, 
Statistical Analysis; the 
Sensimatic is reset in a 
moment for all these 
procedures ...and many, 
many more. 
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This is a Sensimatic Con- 
trol Unit— which, at a 
flick of a switch, guides 
the machine automatically 
through every mathematical 
function and carriage move- 
ment. Each panel gives you 
any four accounting opera- 
tions in any combination. bs 











| maxes Accounting MOVE 


, BURROUGHS ADDING MACHINE LIMITED, AVON HOUSE, 356-366 OXFORD ST., LONDON, W.1 
Sales and Service Offices in principal cities 
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Keep in touch with 
Japan through 
THE 


FUJI BANK 


LIMITED 


(Formerly: The Yasuda Bank, Ltd.) 
Established 1880 


tg gS ee eee rarer ert ¥ 1,350,000,000.60 
DE 66 640 dd 5 mi Swed eeweeneaseus 2,229,615,535.00 
peers & CURES AO. ccicconssveess 133,216,009,282.81 


AS OF MARCH 31, 1952 
HEAD OFFICE: 
1-CHOME, OTEMACHI, CHIYODA-KU, TOKYO 
Complete banking services are available through 
its network of 156 branches all over Japan 














SFeore creator Fbara Le 


If you are faced with any business situation that calls for 
closer management control or greater clerical output, 
send for the Man from Remington Rand to discuss 
ways and means of solving your special problems. 

He will be glad to explain how Remington Rand’s 

wide range of business machines, systems and equipment 
can help you to achieve new standards of speed, 
simplicity and accuracy in office administration, 


Kemington Mland 
SYSTEMS, MACHINES 
AND EQUIPMENT 

... the easier way to Office Efficiency 


W rite for booklet * The Easier H ay to Office Efficiency’ to Dept 142 
REMINGTON RAND LTD., COMMONWEALTH HOUSE, | NEW OXFORD ST. sie : CHAncery 8888 
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r \HE shares of the Co-operative Permanent earn 24° with 


income tax paid by the Society. But that is not all. 


You enjoy the other advantages of a safe and convenient 
investment, security for capital, and the right to withdraw 
at short notice. 

To many people these are as important as the rate of interest, 
and by investing with this Society you can secure them all. 
Moreover, you have the solid background of a leading 
national society with nearly 70 years of service to the public. 


Assets £70,000,000 °* Reserves over £3,000,000 
INVEST SAFELY WITH THE 


CO-OPERATIVE PERMANENT 


BUILDING SOCIETY 
NEW OXFORD HOUSE, LONDON, W.C.I Telephone : HOLborn 2302 


City Office: 163 MOORGATE, E.C.2 
Telephone: MONarch 3556 
950 BRANCHES AND AGENCIES 


HAVE SOMETHING SOLID BEHIND YOU 


























T IS A FINE THING, someone once said, to 
have ancestors but if you have none worth 
speaking about, it is not a bad plan to set 
up in the business yourself. There are towns 
like this. The guide books are terse about them. 
‘Pop. 18,157; early closing Wednesday; noth- 
ing noteworthy to see... There are many 
such, not quite new and not very old, whase 
traditions are still in the making. 
* * * 


It wAs in a town of this kind that Mr. Robert- 
son came tolive. Ashe surveyed it for the first time, 
it looked commonplace enough; the old weather- 
ed cottages, the newer houses and the tarmac 
road that led along the valley to the ironworks 
beyond. 

+e * * 


NOTHING noteworthy—or so it would have 
seemed to Baedeker. But Mr. Robertson.was not 
a starry-eyed visitor. He had come here because he 
had a job to do. To him there was one thing very 
noteworthy about the little town. It was full of 
people. People and their problems were Mr. 
Robertson’s business. 


THEY have been theconcernof Mr. Robertson, 
his colleagues and his predecessors for just over a 
century—although not always to the same extent 
as today. Mr. Robertson’s business, which is home 
service insurance, has developed in much the same 
way as the town in which he came to work. Like 
cities many times its size, its social pattern reflects 
in miniature the story of a nation’s growth. Every 
week, Friday to Thursday, Mr. Robertson cycles 
through a century of history; from the old farm- 
houses on the village outskirts, through the ‘new’ 
but sooty town to the villas on the windward side 
of the smoke. There are families in every row, 
street and crescent who are at home, on one day 
or another, to Mr. Robertson. 


‘Pop. 18,157...’ Most of it is in the ‘new’ town 
that Mr. Robertson visits on a Friday evening, for 
it is reasonable to collect insurance premiums 
when people tind it easiest to pay them. Hereabouts 
this Friday evening visit has been a custom for as 


At home to Mr Robertson 


Issued by the Industrial Life Offices 









longas there have been local traditions of any kind. 
No one, save for a few cottagers, lived here before 
the mineral quarries were opened and the iron- 
works built. Ever since, the insurance man’s regular 
call has been an accepted feature of domestic 
routine. Often enough, family problems are stored 
up during the week for his attention. 


THis valley town, like many others, has had its 
ups and downs; today it is one of the all-important 
reservoirs of Britain’s productive energy. And 
Mr. Robertson—like the fitters and foremen and 
clerks he visits in their homes and sometimes in the 
works canteen—is also playing a part in keeping 
the nation’s economy on an even keel; in helping, 
perhaps, to turn the wheels within the factory gates. 


For MONEY is needed to keep these wheels spin- 
ning. Mr. Robertson’s policyholders are among 
the millions of families who help to provide it and 
whoenjoy, inconsequence, the security that wisely- 
spread investments yield. To offer this extra 
measure of security, a family safeguard for the 
present and oftena provision for the future as well, 
is the primary purpose of life assurance. But if the 
intention to save were not constantly refreshed by 
painstaking personal attention, the nation, no less 
than the individual policyholder, would be poorer. 


Tue voluntary effort of countless families 
throughout the country, aided by the service that 
Mr. Robertson and his colleagues bring to their 
homes, enables millions of pounds which would 
otherwise be ‘spending money’ to be funnelled off 
every year to augment the nation’s savings. A large 
part of the funds administered for the policyholders 
provides capital resources which invigorate vita! 
productive industries. 


Mr. ROBERTSON may or may not reflect on 
these affairs as he cycles home to a belated meal. 
Most likely his thoughts are elsewhere. For his 
concern is with the people, provident and happy- 
go-lucky alike, whose needs and problems he has 
come to understand so well. 


Hs interests are intimately linked with theirs. 
And if he reaches home to find an urgent call to be 
dealt with before he finally turns in—well, that is 
just one of the services which play an indispensable 
partin sustaining this nationwide thrift movement. 
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Counts and sorts 


— £FE200 worth of 


mixed silver in 
 @ONE hour 


October This reliable I.C.C. 


| machine effects with 
| incredible speed the exact 


#) 





















As the squirrel stores food for the winter counting of mixed silver ; saves your 
so the businessman stores information for | organisation time and money. 
use when needed. At the Foreign Trade | Counts £1200 an hour in bulk, 


or £950 per hour in bags of £5. 
Denominations of 6d, 1/-, 2/-, 
2/6d, and 1d. and $d. 

Can be used to-count only. 

Totals accurately recorded. 
Electrically operated. 

Automatic feed. 

Can be operated easily by a junior. 


Information Department of the Midland 
Bank Overseas Branch information is 


collected on markets abroad, traders and 
general conditions in other countries. This 


invaluable knowledge is at the service of 


exporters and others through any branch of | 


the Bank in London or the provinces and 


Fs 
you are invited to make use of it. We " 
Type F/4 MIXED SILVER 


| MIDLAND BANK COUNTING & SORTING MACHINE 
International Coin Counting Machine Co. Ltd. 


: OVER 2,100 BRANCHES | Alexandra Road, Enfield, Middlesex 
! | Phone: Howard 1886 


Makers of letter-opening, envelope- 
sealing, coin-counting and token- 
counting machines. 





TO SERVE YOU 































It depends what 
you mean by 


‘Banking’ 








OF COURSE we 
safeguard money and cash cheques. 

But we go further. We maintain specialist 

departments whose functions, although not ‘banking’ in 
the usual sense, can nevertheless be used to very good 
purpose. These departments will, for example, act as an 
Executor, help with a customer’s Income Tax problems, 
obtain currency for foreign travel. They will do many 
more things besides. But the moral of this multiplicity 
of functions is simply this: if you have any problem of 
finance or business, the chances are that we can help you 


deal with it. And that is what we mean by ‘banking’. 





WESTMINSTER BANK LIMITED 











Telephone: 
Cables: 





THE BANK OF TOKYO 


LIMITED 


(Incorporated in Japan) 


Head Office: TOKYO, JAPAN 


Paid up Capital : Yen 1,100,000,000. 





A Branch in London was opened for general 
Banking business on Monday, Ist September, 1952, 
at 7 BIRCHIN LANE, E.C.3. 


MANSION HOUSE 0991 Manager: 
TOHBANK, LONDON KOICHIRO YAMAZAKI 











pondence, drafts, 


only 2°., of the fil 
needed for the 
papers. 


@ to regain valuable filing space 
@ to protect documents from loss or damage 
@ to speed up reference 


The *Recordak”’ Microfilmer Desk Model is a combined 
camera and projector for making and viewing 16 mm. 
microfilm records of documents such as cheques, corres- ae 


EVERY BUSY OFFICE NEEDS A 





warrants, invoices, receipts, etc. 












3,000 letter-size 


100 foot reel of 
microfilm. 
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can be photographed on a 







@ The film records occupy @ Facsimiles of the original 
ing space documents can easily be 
original made from the film negatives 
if required. 
@ References to the film Viewing a microfilm record on the 
documents records can be made quickly ‘Recordak’ Microfilmer Desk Model. 
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asily. 





Write for full details to the 
SRECORDAK oivision 
OF KODAK LIMITED 


* ee ADELAIDE HOUSE, LONDON BRIDGE, LONDON, E.C.4 
Tel: MANsion House 9936 

and at II Peter Street, Manchester, 2. Telephone: Blackfriars 8918 
*RECORDAK’ is a registered trade-mark 





































BANCO DE CREDITO 
DEL PERU 


CAPITAL s/.60,000,000.00 | | | <4§ BPs. 
RESERVES S/52,224,088.38 | | | FE 





HEAD OFFICE: LIMA 
SIXTY - EIGHT OFFICES 


— 







Entrust us with | i | 
ae See The Bank oi N. T. Butterfield 
ON PERU 
and Son, Ltd. 


- | BERMUDA 


| Established 1858 
PERU'S OLDEST NATIONAL COMMERCIAL BANK P : 
Complete Commercial Banking and Trustee 
ESTABLISHED IN: 1889 | Department services 
Correspondents of principal English and 
cottish Banks 























UNITED BANK OF INDIA LTD. 


Registéred Head Office : 
4 Clive Ghat Street, Calcutta 


OFFERS A COMPLETE DOMESTIC AND FOREIGN 
BANKING SERVICE 
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Branches at all important Trade Centres of 
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India and East Pakistan 


Agents and Correspondents all over the World 


Dr. N. N. LAW, Ph.D. Sri B. K. DUTT 
Chairman General Manager 









































THE BANK OF INDORE LTD. 


INDORE 
(Incorporated in Indore 1920) 
Authorised Capital.... Rs. $0,00,000 Paid-up Capital ...... Rs. 15,30,375 
Subscribed Capital .... 55 30,60,750 Reserve Fund... 99 23,000,000 


Head Office: —PRINCE YESHWANT ROAD, INDORE CITY 
Bombay Office:—44 Hamam Street and Jai Hind Estate Bhuleshwar 
Branch Office:—Cloth Market, Siyaganj and Sanyogitaganj (Indore City) 
Branches:—Anjar, Khargone, Mhow, Ratlam, Sanawad, Tarana and: Ujjain 


SAFE DEPOSIT LOCKERS are available at Head Office, Siyaganj, Cloth Market, Indore, Branch Offices 
Mhow and Ujjain on favourable terms. 


BANKING BUSINESS OF EVERY DESCRIPTION TRANSACTED. N. D. JOSHI, Manager 

















BANCO DE MARACAIBO C.A. 


FOUNDED 1882 


Main Office: MARACAIBO, VENEZUELA 
Branches at: Caracas, Barquisimeto, Valera Cabimas and Punto Fijo 


WE OFFER COMPLETE BANKING SERVICE: 


FOREIGN EXCHANGE LETTERS OF CREDIT 
COMMERCIAL CREDITS DOCUMENTS FOR COLLECTION 
SECURED LOANS DISCOUNTS 
CREDIT INFORMATION TRANSFER OF FUNDS 


INQUIRIES INVITED 

















hats off to no one 


Enough of this modesty, this cult of the 
t understatement, this hiding of our lights under bushels. 
this unwillingness to come right out with it and say that 

P we are good. So here goes. Weare good. And the 
reason for this unwonted effusion of self-pride? We have produced 

a thoroughly good portable typewriter, cleanly made, precise in 
working, strong yet light enough for you to run for a train while 
carrying it. It’s called the Good Companion and it’s a peach of a 
machine. But it’s not simply the goodness of the machine itself 
that makes us so proud; it’s the fact that we can produce such an 
unreasonably good portable typewriter for such a reasonable price. 


& Imperial Prices from £22.10.0 


IMPERIAL TYPEWRITER COMPANY LIMITED LEICESTER 
CRC6 
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‘,.. There must be 
something I can do...’ 
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Here is a task that never ends — the care of child- 
victims of callousness or thoughtlessness. The trained, 
experienced workers of the N.S.P.C.C. devote their 
lives to it, always ready with the help and advice that 
so often restores the family life on which the child 
depends. And you can help too. The National Society 
for the Prevention of Cruelty to Children 
is entirely dependent on voluntary con- 
tributions—it urgently needs your assist- 
ance, in order to continue to bring hap- 
piness to those who want it most. 








— 





When advising on wills and bequests remember the 


oe woe we, oe * 
INCORPORATED BY ROYAL CHARTER 


Information gladly supplied on application to The Director, N.S.P.C.C. 
Victory House, Leicester Square, W.C.2. Phone: Gerrard 2774 
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The P.P.]. Home Safe 


P.P.J. book-banks serve a double purpose. They actively 
encourage saving and, with your name and address em- 
bossed on the smart, leather-cloth cover, they are an 
excellent advertising medium. 

Strong and solid, with a slot for coins and a circular 
aperture for notes, P.P.J. book-banks are serving leading 
Banks, Building Societies and Insurance Companies all 
over the world. 


Please write to us to-day and we will gladly send you 
samples‘and prices of the P.P.¥. book-type Home Safe. 


PEARSON -PAGE-JEWSBURY CO., LTD 
(Dept. M) Westwood Works, Birmingham, 6 
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| THE CHARTERED BANK OF INDIA, 
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In the 
Seaports of the East... 


from the Arabian Sea to the 
Pacific Ocean the branches of 
the Chartered Bank perform 
a wide range of banking services 
connected with overseas trade 
and local industry. 

Merchants and manufacturers 
in the United Kingdom 

who trade into the East are 
invited to consult the Bank’s 
managers in London, 
Manchester and Liverpool. 





AUSTRALIA & CHINA 
(Incorporated by Royal Charter, 1853) 


Head Office: 

38 Bishopsgate, London, E.C.2. 
West End (London) Branch: 

28 Charles II Street, London, S.W.1. 
Manchester Branch: 

52 Mosley Street, Manchester, 2. 
Liverpool Branch: 

27 Derby House, Liverpool, 2. ‘ 
New York Agency: 

65 Broadway, New York, 6. 


Branches of the Bank are established at most 
centres of commercial importance throughout 
Southern and South-Eastern Asia and the Far East. } 























SAFETY 


for your savings 


WITHOUT 
23% 


CAPITAL 
DEPRECIATION 
INCOME TAX PAID 
Equivalent to £4. 15. 3. 


subject to Tax at 9/6 
in the 
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Assets £15,000,000 


HASTINGS and THANET 


BUILDING SOCIETY 


29-31 Havelock Road, Hastings 46 Queen Street, Ramsgate 
99 Baker Street, London, W.! 
4| Fishergate, Preston 41 Catherine Street, Salisbury 


Reserves £800,000 
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The Marley 
Concrete Garage 


offers all the advantages of the 
traditional brick garage at 
considerably lower cost 
@ GOOD APPEARANCE 


@ EASY OWNER ERECTION @NO MAINTENANCE 
COSTS @ PERMANENT YET PORTABLE e@ FIREPROOF 
From £66 complete in six standard sizes 
Delivered free within a radius of 75 miles of Guildford 
Cheltenham or Romford. Write for illustrated brochure 
PEASMARSH GUILDFORD 
Telephone: Guildford 62986/7 








Gold Seal Maléting 
is tebe lo sli... 


BECA USE it’s giving motorists what they want. 
Throughout the spring and summer months the motoring 
public has confirmed that the Gold Seal—the symbol on the 
sidewalls of ‘Dunlop’ and Dunlop ‘ Fort’ —is the sign of 
The majority of British car manu- 
facturers fit the tyres with the Gold Seal as standard equip- 
ment, too. Now’s the time, before winter sets in, to fit .. 


DUNLOP 


THEY’RE FIRST IN SAFETY 


the best car tyres ever. 





AND LONG LIFE 





Yer they cost 10 more! 
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Message from a Colonial Governor 


In 1817, Governor Macquarie of New South Wales advised the Home 
Government that he had established a bank — the Bank of New South 
Wales. It was Australia’s first public company, and Macquarie 
prophesied that it would be “productive of incalculable benefits to the 
Mercantile and Agricultural Interests of the Colony” and would 
“Redound to its future Credit and form an Era of true respectability” 
which would “hereafter be looked back to with Public Gratitude.” 


The prophecy has been amply fulfilled, for the Bank has played no 
small part in the development of the great countries of Australia 
and New Zealand and in fostering their trade with the Mother Country 
and the rest of the world. 


' The Bank has had a branch in London since 1853. Today, its 
Threadneedle Street and Berkeley Square Branches are an integral part 
of the oldest and largest commercial bank in the South-West Pacific, 


BANK OF 
NEW SOUTH WALES 


LONDON OFFICES: 29 Threadneedle Street, E.C.2, and 47 Berkeley Square, W.lI. 


HEAD OFFICE — SYDNEY, AUSTRALIA 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 
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Since its incorporation in 1882, the Church of 
England Building Society has maintained its stability 
unshaken. With both share and deposit interest 


ASSETS £7,250,000 
RESERVES £365,000 


increased, an excellent medium is afforded to those SHARE INTEREST 23% 
of your customers who desire security of capital DEPOSIT INTEREST 2% 
coupled with a reasonable and consistent return. a oe eee a 


Interest is payable half-yearly on 3lst May and 
30th November. 


INDIVIDUAL INVESTMENTS ARE INVITED IN SUMS OF £25 TO A MAXIMUM OF £5,000 
Balance Sheet and Form of Application sent on request 


CHURCH OF ENGLAND BUILDING SOCIETY 


Society 





INCORPORATED 1882 
eceniohisitdlnaiaiditvielel 6 & 7 NEW BRIDGE ST 
BOURNEMOUTH _ 1149 Christchurch Road, te 

Boscombe. LONDON, E.C.4. 
TUNBRIDGE WELLS 47 London Road. 
NOTTINGHAM 4 Low Pavement. Telephone: CENtral 8455 
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CHUBB 


Supply Bankers through- 
out the world with Strong 
Rooms and-full equip- 
ment for Treasuries and 
Safe Deposits. 





























CHUBB & SONS LOCK & SAFE CO. LTD. 
22 ROYAL EXCHANGE LONDON E.C.3. 




























STAATSBANK 








| BAYERISCHE 































ESTABLISHED 1780 
1 KARDINAL FAULHABERSTR., MUNICH 


FOREIGN TRADE BANK 
BRANCHES IN ALL [IMPORTANT BAVARIAN TOWNS 


Tel. : 28361 Teletype—Nr. 063/874 
Cables : ‘‘Staatsbank”’ 





all 


BANK OF CEYLON 


The Bank of Ceylon, established as a State-aided bank by the Govern- 
ment of Ceylon, has played an important part in the development and 
progress of the Dominion. With wide local experience, a network of 
branches in the Island, a fully-equipped Foreign Department, a.London 
Office and correspondents throughout the world, the Bank can confi- 
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The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
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A Banker's Diary 





THE fall in the gold reserve in August was smaller than most observers had 
expected. It amounted to only $44 millions, despite the drain of $98.6 
millions to the European Payments Union in the middle 

Gold Trends’ of the month (as a result of the sterling area's deficit with 

and Trade Europe in July) and the decline in American aid receipts 

to $45 millions. The implication is that the sterling area’s 
gold and dollar accounts with non-European countries in August showed a 
surplus of nearly $10 millions; as the E.P.U. clearing for August has subse- 
quently revealed a sterling area deficit with Europe of only $4.8 millions in 
that month, a temporary dollar balance seems at last to have been achieved. 
Even when allowance is made for the preliminary effects of the short-lived 
commodity arbitrage scheme—which are discussed in a subsequent note— 
this is no mean achievement. 

Will the achievement be maintained ? There are two obvious clouds on 
the horizon. In the first place, it must be constantly borne in mind that 
stocks are now running down, not only in Britain but throughout the Common- 
wealth; nothing has yet been done to ensure that crisis will not return— 
perhaps in an aggravated form—when these stocks have to be built up again. 
In the second place, export markets are growing increasingly difficult; in 
August, indeed, British exports fell faster than imports. In large part this 
decline in exports has been due to the import restrictions imposed by Common- 
wealth and other soft currency countries last spring. But sales in North 
American markets have also been disappointing. In the last few weeks, that 
is since the end of the steel strike, consumer demand in the United States 
has not picked up as much as most market analysts had forecast it would— 
and it was this, together with the fact that American defence spending has 
now not much further to go to reach its peak, that gave Wall Street a mild 
attack of the jitters in early September. It would be false melancholy to 
suggest that there are yet any significant clouds on the American horizon— 
but this is not a time when Britain can afford to forget how dire its plight 
would be if the economic weather on that side of the Atlantic ever turned 
to rain. . 





IT is still uncertain how far the restriction of Britain’s E.P.U. deficit in August, 
to only $4.8 millions, was due to the indirect effects of the short-lived com- 
modity arbitrage scheme; and how far the subsequent 

No Resumption suspension of that scheme will affect Britain’s position 
of Dollar in the E.P.U. clearing for September. As was explained 
Arbitrage in the last issue of THE BANKER, for a short spell in 
mid-August the Bank of England granted permission to 

British merchants to buy certain commodities in the dollar area for re-sale 
to E.P.U. countries: since Britain’s accumulated deficit with E.P.U. was 
then $158 millions in excess of its quota, any sales to Europe up to this limit 
would, in effect, be recouped wholly in gold. Authorizations covering transac- 
tions up to $158 millions were granted in less than one week, and thereafter 
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applications were returned to the merchants by the Bank of England with the | 
advice to apply again after the lapse of a month; it was widely believed at | 
this time that only a small proportion of the licences granted by the Bank | 
would be translated into hard business and that, in consequence, the scheme 
would be renewed in mid-September. Those hopes have not been realized. 
On September 11, the Bank of England announced that authorizations will 
not be resumed for the time being, since the scheme’s “ limited objective ”’ 
has been achieved. This suggests that the bulk of the $158 millions of business 
previously authorized is in fact being transacted. Some of that business has 
already involved the outlay of dollars and this was one of the major influences 
in the sterling-dollar market during the past month. It sufficed to keep the | 
sterling rate very close to its lower permissible limit of $2.78 to the £. Some | 
payments from Europe have also taken place and the effect of these has been 
particularly apparent in the weakness of the Dutch guilder. 

By the time of the E.P.U.’s clearing for August, very little hard business | 
had been done, but the scheme had already caused some continental merchants 
to hold on to the sterling that they earned from their exports. Had they 
handed this sterling to their central bank in the normal way, they could not 
have relied on getting it back if and when they got the opportunity to buy 
dollar goods from Britain. The result was that less sterling was accumulated 
in European central banking accounts in August and more in private accounts; 
since sterling in private accounts is not swept into the E.P.U. compensations, 
this considerably eased the British E.P.U. position for that month. Now 
that the Bank of England has definitely terminated the commodity arbitrage | 
scheme it must be assumed that some of this sterling will be handed over to | 
the continental central banks—by those merchants that have not been able to 
participate in the limited amount of business done. This would react against | 
Britain’s position at the September clearing. On the other hand, September 
should encompass the greater part of the real business that has emerged from 
this short-lived experiment, and observers in London are hoping that the 
September clearing will therefore at last reveal a British surplus with Europe } 
—though not so large a one as would have occurred if there had not been this 
preliminary pile-up of sterling in private accounts. 
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As usual, it was the International Monetary Fund that unwillingly held the 
limelight at the annual meeting of Governors of the Bretton Woods institutions 
at Mexico City. The affairs of the World Bank, which is doing a 
After — solid and successful job, attract no polemics or criticisms. The 
Mexico Fund, however, by the very nature of its functions, is likely to 
City tread on far more sensitive corns than its twin. While the Bank 
appears in the guise of the Goddess of Plenty, bearing a cornu- 
copia of the world’s most desirable currencies, the Fund deals with matters 
that are the essence of economic sovereignty as conceived by its members. 
Three subjects jostled for primacy in the discussions of the Governors of | 
the Fund. The first was the familiar plea of the gold producers, led by South | 
Africa, for a higher dollar price of gold. Undeterred by past rebuffs, Mr. 
Havenga led his pressure group back to the charge, and showed a considerable 
inprovement in his strategy and tactics. The South African Finance Minister j 
now seems to have secured the support of a number of non-producers, including 
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the United Kingdom itself; the British Treasury has not lost sight of the 
fact, emphasized in last month’s issue of THE BANKER, that if the price of 
gold had moved in line with the price of all other commodities since the 1930s, 
the sterling area's dollar reserve would have increased in each post-war year 
except 1947 and 1951. It seems possible that more will be heard on this 
subject when the Commonwealth Economic Conference meets in London; 
whether the cause can be carried further in the United States, where the 
ultimate decision must lie, depends on many things—not least the outcome 
of the next Presidential election and the identity of the next Secretary to the 
U.S. Treasury. The second main problem discussed by the Governors of the 
I.M.F. was the vexed question of dollar export incentive schemes. As is 
explained in an article on page 217, an enquiry into these schemes has been 
set in motion by the Fund; whether any pronouncement that may result 
from this enquiry will be more effective than previous edicts on gold policy 
is a moot point. 

The third, and most important, of the debates held in Mexico City was 
unquestionably that on the future rdle of the Fund, and particularly on its 
relations with such regional organizations as the European Payments Union. 
A strong plea was made by certain member countries, notably France, for 
closer co-operation between the two bodies. Direct I.M.F. support of E.P.U. 
would be impossible without far-reaching revision of the Fund articles of 
Agreement, but the readiness with which the Fund came to the help of E.P.U. 
by accommodating Belgium with a “stand-by” loan of $50 millions last 
June, was of hopeful augury in this context. This whole question may become 
entangled in future with ambitious—though still very tentative—suggestions 
that a much wider segment of world trade should be financed through a 
‘payments union’ approach. But ruminations on this score are not even 
a quarter-baked as yet. 





NET deposits of the clearing banks rose by £23 millions in the five weeks to 
August 20—the first occasion since 1947 that they have shown any substantial 
expansion at this season of the year. This further expan- 

Liquidity — sion contrasts strongly with a fall of £58 millions for the 
Glut at the corresponding period last year. Admittedly, it represents 
Banks a slower weekly rate of increase than in the two previous 
periods covered by clearing banks’ -statements, but this 

slackening was partly attributable to the exceptional steepness of the fall 
in bank advances; these were reduced during the month by {£68 millions, a 
substantial part of this movement being due to further repayments out of the 
final proceeds of the B.E.A. loan. Moreover, there was a further considerable 
decline in the banks’ holdings of commercial bills—to £643 millions, or about 
£123 millions below the peak of last February. Once again, therefore, the 
deterioration of the credit trend was wholly attributable to heavy govern- 
mental borrowings, the wider implications of which are discussed at length in 
our opening article this month. In consequence, the banks’ holdings of 
Treasury bills again rose sharply (by {117 millions), though their weekly 
rate of growth was not quite so fast as in the fortnight covered by the pre- 
ceding statement, when they rose by {77 millions. The total apparent 
expansion of governmental demands upon the banking system amounted to 
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about £106 millions, almost as fast a rate of borrowing as in the first fortnight 
of July, and still nearly two-thirds the extraordinary rate of June. This 
contrasts sharply with August last year, when the Treasury repaid some 
{60 millions of its indebtedness to the banking system. 


August 20, Change on 
1952 Month Year 
ém. £m. £m. 

Deposits are ws vi 6048.4 basa - 84.4 
‘* Net "’ Deposits * -< ae 5307.5 23.3 - 39.6 

“ 

Liquid Assets.. se 2 _ 2204.9 (37-4) e 00.7 — 7.8 
Cash oa im fe oe ain 509.5 (So . 42) O.5 - 6.0 
Call Money “ _ ca 516.1 (8.5) Is.4 —- 50.5 
freasury Bills .. oe is 1174-7 (19.4) + 117.2 4 54.6 
Other Bills os ‘i +i 64.5 (1.7) - 317.0 | 

Treasury Deposit Receipts .. Ul — — 306.0 

Investments plus Advances .. - 3672.7 (60.7) - 66.4 + 272.0 
Investments... i ‘4 1918.2 (31.7) + 1.6 + 369.2 
Advances i. ~ hi 1754-5 (29.0) —- 63.0 — 97.2 


* After deducting items in course of collection. +f Ratio of assets to published deposits. 


These massive borrowings have raised the banks’ liquid assets by {£90 
millions during the month, despite the further fall in commercial bills. Total 
liquid assets, at £2,205 millions, are now only £8 millions less than at the 
similar date last year, notwithstanding the enforced funding of £500 millions 
of the clearing banks’ bills last November. Hence the liquidity ratio, which 
has risen by 1.5 per cent. during the month, to 37.4 per cent., is now actually 
above the corresponding figure for 1951. Its lowest point since the change 
in monetary policy was 31.0 per cent., touched last April. 


THE pattern of the recent rapid reduction in advances Is revealed by the latest 
quarterly classification of the British Bankers’ Association, which is repro- 
duced on page 248 of this issue. Between May and August 

Record Fall bank advances in Great Britain fell by £156 millions, or 
in nearly 8 per cent. This was easily the biggest quarterly fall 

Advances _ since publication of these figures began; it compared with 

an increase of £77 millions in the corresponding quarter a 
year ago (when the demand for bank finance was mounting voraciously in the 
wake of the commodity boom) and with increases ranging between £4 and {23 
millions in the corresponding quarters of 1948-50. 

Detailed analysis of the figures suggests, however, that the recent heavy 
scale of repayments cannot be wholly attributed to general monetary discipline. 
More than £56 millions of the £156 millions decline was due to repayments by 
public utilities other than transport—and, even so, these repayments fell short 
of the calls made during the quarter on the British Electricity Authority's 
recent market issue. Two-thirds of the remaining {100 millions decline was 
accounted for by the food, drink and tobacco group (down by £39 millions) 
and retail trade (down by £27 millions); partly as a result of import restric- 
tions and partly as a deliberate act of policy, both these groups are known 
to have been running down the physical volume of their stocks. The other 
groups that have made sizable net repayments of advances in the quarter— 
for example, the three textile groups and rubber, leather and non-ferrous 
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metals—are mainly those that have been most affected by the tailing-off of 
the commodity boom. In these circumstances, perhaps, the only really obvious 
effect of monetary discipline in the latest quarter is to be found in a further 
reduction, by £18} millions, in personal and professional borrowing from the 
banks; borrowing by this group at the end of August amounted to just under 
{392 millions (or 21.2 per cent. of the whole) compared with nearly £438 
millions (or 22.3 per cent. of the whole) a year before. Among the other 
groups in the classification, the engineering, steel, chemicals, shipping and 
shipbuilding groups have modestly increased their borrowing, but new advances 
to agriculture and local authorities have been below the seasonal trend. 


IN 1951, according to the revised estimates published by the central statistical 
office last month, Britain’s net national income rose by £719 millions to 
£11,384 millions; when £870 millions of depreciation allowances 

Cutting are included, gross national product rose by {£807 millions to 
the Cake £12,254 millions. More than the whole of the increase in net 
incomes went in wages and salaries, which rose by £745 millions 

to £7,735 millions. Thanks, apparently, to a fall in dividends from abroad, 
rent, dividends and interest received by persons fell by £80 millions to £1,256 


TABLE [ 
NATIONAL INCOME, 1948-5! 
(4 millions) 








1945 1949 1950 IQ5I 
Wages and Salaries oa +. - na 6,230 6,585 6,990 7,735 
Pay of Armed Forces... ae _ 262 258 255 326 
E mploy ers’ Insurance (¢ ‘ontributions an “a 157 197 199 205 
Professional Earnings .. es oF a 185 200 205 208 
Income from Farming .. a “x 267 310 294 295 
Profits of Unincorporated Businesses . . 800 815 855 885 
Trading Profits of Companies .. ‘ a 1,423 1,378 1,570 1,992 
Trading Profits of Public Corpor ations , 63 St 102 148 
Trading Surpluses of other Public E nterprises 8o 76 97 59 
Rent a + ea or 434 442 442 416 
Net Income from Abroad ~~ ga ~ 192 199 350 215 
Less Stock Appreciation “a A ni — 300 — 250 — 700 -—1,100 
Depreciation Provisions oa = ‘a 570 718 782 870 
Jf / / / 
Gross National Product ea 2a 10, - 11,009 11,447 12,254 





millions. Gross trading profits, when struck net of stock appreciation, were 
probably little changed. Since the tax collector does not distinguish stock 
appreciation from other income, however, company profits as he sees them 
rose by £416 millions—and companies’ tax provisions had accordingly to be 
£344 millions higher. 

All these figures, of course, are distorted by price inflation. One of the 
most enterprising features of the new national income blue book is that an 
attempt has been made to get round this distortion by re-assessing the 
main figures in terms of constant 1950 factor cost. This re-assessment snakes 
it possible to get a clearer view than before of what has been happening to the 
British economy in recent years. It will be seen from the accompany ing 
Table II that Britain’s real domestic product rose by about £285 millions in 
both 1949 and 1950 and that rising personal consumption absorbed well over 
half of the increase in each year. Thanks to a steady decline in the rate of stock- 
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building, however, it was possible to increase exports even more markedly; 
it was largely because Britain was living off, or adding insufficiently to, its 
floating capital that a surplus was earned on the balance of payments in each 
of these two years. 

The last two columns of Table II compare the national income blue book’s 
estimates of the changes that took place in 1951 (in terms of 1950 factor cost) 
with the forecasts that were set down in the Economic Survey for 1951 (pub- 


TABLE II 
CHANGES IN REAL EXPENDITURE AND OUTPUT 


(£ millions at constant 1950 factor cost) 





IQ5I 
Economic 
1949 1950 Actual Survey 
Estimate 
Increases in: 
Consumption esa - 150 157 —- 87 — 50 
Public Authorities Current Ex- 
penditure - - = -130 — 37 +152 +400 
Fixed Capital Formatio - + gO - 29 — 44 Nil 
Stockbuilding.. i 7 — 130 — 205 +- 480 +100 
Exports .. - a nf +215 4-350 +110 -- 100 
Less Imports... Ba a (+170) (+ 7) (+ 408) (+225) 
Gross Domestic Product 5 + 285 +-287 + 203 + 325 


lished at the end of March of that year, and expressed in terms of 1950 prices). 
It will be seen that personal consumption and exports both came out at very 
near the Survey’s guess, but public authorities’ expenditure fell far short of 
it (thanks to the delays in the defence programme) and stockbuilding was 
wildly higher. Imports also rose much more than anticipated, both in volume 
and price—and this, together with the fall in net invisible income, tipped the 
country over into its third and worst balance of payments crisis since the war. 





BRITAIN has so far played little part in Canada’s development boom. Since 
the end of the war investment in Canada by non-residents has increased by 
nearly $2,500 millions, but the increase in the value of 
The City and_ British investments there has been less than $100 millions. 
Canadian Inevitably the United States has played the leading role. 
Development Last month, however, brought news of two welcome steps 
taken by London merchant banks in this area. First, 
Baring Brothers and Morgan Grenfell and Co. announced that, in association 
with W. C. Harris and Co. of Toronto, they were taking an interest in a Canadian 
finance house, Harris and Partners. Secondly, N. M. Rothschild and Sons 
announced that they are arranging for a small group of British and Canadian 
technical experts to examine the possibilities of United Kingdom participation 
in surveying and developing the resources of Labrador and Newfoundland. 
As the Prime Minister of Newfoundland pointed out during his recent visit 
to this country, there are vast national resources of iron ore, manganese and 
other minerals in these territories, which are also well suited for the generation 
of hydro-electric power. It is unlikely that the United Kingdom’s dollar 
position will permit any substantial participation in the development of these 
resources, but this is clearly a field in which the expenditure of some dollars 
to-day might bring valuable dollar returns in the future. 
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Danger Signal in the Markets 


HE stock markets during these past three months have been enthusi- 
T asticaty anticipating, even celebrating, the end of Britain’s crisis. That, 

at least, is one of the few hypotheses that can match so remarkable a 
resurgence of confidence as they showed between midsummer and mid- 
September. At the end of June, the City fraternity—indeed, the whole 
investing community—was sunk in profound gloom and apprehension. There- 
after, its resistance went from strength to strength, and until the second half 
of last month was so buoyant as to shrug off even such warnings as the recurrent 
threats of labour disturbances. 

In the gilt-edged market the rebound has been by far the most spectacular 
since the war. By mid-September, when profit-taking first began to leave its 
mark, net prices of most dated stocks in the medium and long-term market 
were more than six points above the nadir—the twenty-year nadir—touched 
in the last week of June. Their rise over this period was equivalent to between 
8 and g per cent., and some of the irredeemables fared even better. No less 
remarkable than the extraordinary pace of this movement is the fact that it 
restored the market as a whole—except for the “‘ money market ” bonds—to 
the levels ruling at the end of last year, when Bank rate, of course, still stood 
at 24 per cent. Since Budget day, and the raising of Bank rate to 4 per cent. 
simultaneously, the longer-dated stocks had on balance actually gained two 
points or more. The upshot is that all gilt-edged securities except the short 
bonds have retrieved at least half, and in some cases two-thirds, of the whole 
rise in yields that occurred in the 74 months after the dramatic change in more- 
tary policy last November. For instance, as Table II shows, between Novem- 
ber 7 and June 24 the flat yield on 23 per cent. Consols rose by 2 per cent., to 
over 44 per cent.; by September 15 it had dropped back almost to 4} per cent. 
similarly, the gross redemption yield, to final date, on 3 per cent. Savings 
Bonds, 1965-75, rose by { per cent., to 4 19/32 per cent., but thereafter fell to 
47; per cent. Plainly, the reaction that set in a fortnight ago was overdue; 
yet, at the time of going to press, it still leaves these remarkable comparisons 
substantially unimpaired. 





MIRACLE FOR THE NEAR-SIGHTED 

A recovery of this size and momentum clearly takes a great deal for 
granted. If it is not discounting the passing of this year’s crisis, then it is 
at least assuming the end of orthodox monetary discipline as an aggressive 
force. Even the first of these comfortable assumptions would hardly justify 
so drastic a reduction of yields if there were any risk of a renewal of monetary 
pressure. A rational justification of this summer’s optimism in the markets 
therefore has to rest upon one of two hypotheses. It might be supposed that 
the Tory government had in a few months painlessly worked the miracle 
that the Labour government had been striving to perform for six years— 
the miracle of making Britain safe not merely from the crisis that threatened 
1952 but also from the threat of recurrent crises in future. Since this theory 
would surely strain the credulity of even the most naive of investors (though 
some of them are very naive indeed), the markets’ behaviour presumably 
Tests upon the alternative hypothesis. This hypothesis is that, although the 
only miracle has been the avoidance of disaster in 1952, the tackling of the 
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problems that lie ahead will not involve any such use of monetary weapons 
as would embarrass a gilt-edged market that still shows yields of over 4 per 
cent. on long-term securities. This theory is obviously more plausible than 
the first one, though it, too, takes much for granted; and it also ignores the 
fact that a deliberate tightening of the monetary screw is far from being the 


only circumstance that could shake the market in the longer run. 


The short-run miracle has, however, been quite sufficient to satisfy an 
audience that is always prone to take only the short view. Its excitement 
was whipped up, too, by the stage antics of the conjurors themselves. When 
the curtain went up for the first big scene last July, a blood-curdling build-up 
by the Prime Minister had reduced an already nervous audience to an extreme 





of apprehension—and to a touching readiness to believe in miracles. The 
smooth performance by Conjuror Butler seemed to have snatched the whole 


assembly from the jaws of disaster. And although the effect was probably 


TABLE [ 
NET PRICES OF GILT-EDGED SECURITIES 


Nov. 7, Marchi11, June24, Sept. 15, Sept. 22, 


IQO5I 1952 1952 1952 1952 
24°, Nat. War Bonds, 51/53 .. a 100 } 100 99 43 99 #8 99 ¥5 
13°, Ser. Fdg. Bonds, Nov., 1952 ea 1003* 100 99 ?; 99 33 99 #3 
17°, Ser. Fdg. Bonds, Nov., 1953 ea 100}* 99 4H 93 4 Os 9d 42 
13%, Ser. Fkdg. Bonds, Nov., 1954 ma 100* 98 Hh 96 # O74 97 
2}%, Nat. War Bonds, 54/56 .. és 102 4 99 ¥% 95 16 982 938 
24°, Exchequer, 1955 .. a ‘~ 101 } 998 962 93} gs8 
3°, Savings Bonds, 55/65 . os 95 1% oi} 86 92} 91 
25°, Funding, 56/61 ~ Pe = 96 4 g2} 838] Q2 7% Q2 
3°, Funding, 60/68 - a - g2 2 863 823 874 873 
3°, Savings Bonds, 65/75 - - 88 43 S12 77% S44 S2 
3% Trans. Stock, 78/88 - ae 82 7 703 72 t 78 Fs 77 <3 
34% Steel Stock, 79/51 - 3 — O4 i. O7 js 822 SS 2 SS 
3° Gas Stock, 90/95... ba - Si 75] 72 774 76 1 
3370 he a. a - - a 85 i 78 i 7? fs 7° i 778 
25% Treasury Stock .. is - 62% 5382 5375 53 i 57 is 
Financial Tintes Ord. Share Index .. 131.4 112.7 103.1 1160.5 114.8 


*Prices of issues announced after close of business on November 7. 


more dramatic than the conjuror himself either wished or intended, the 
subsequent unfolding of the play has served to confirm and even heighten it. 

This psychological wolte-face has certainly been the big influence in the 
markets. The mainspring of the recovery in its first six weeks or so was 
relief rather than positive optimism—relief that the surmounting of the mid- 
year “hump” had required no frightening measures, no devaluation, no 
further rise in Bank rate, no plunge into a new austerity, and not even a dash 
for convertibility or for other chilling varieties of economic freedom. Instead, 
the Chancellor offered comforting forecasts about the economic programme 
for 1952, was evidently content with the current workings of monetary policy, 
and showed no disposition to toy with forthright policies of any kind. In 
place of the “ grave and far-reaching ’’ measures that had been threatened, 
conjuring up fears of new strains and discomforts, the public was offered the 
solace of the “‘ new pattern” for defence. This euphemism, so far from 
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disguising the fact that some relief was intended, has been widely miscon- 
strued to mean that the current burden of defence is being eased, whereas 
the main effect of the new policy will be to make the future burden rise less 
rapidly than it would otherwise have done. 

Since these influences produced the first revulsion from the gloom of 
midsummer, the markets’ spirits have been borne upwards by accumulating 
evidence that Mr. Butler stands a good chance of justifying both his principal 
predictions—that Britain in the second half of this year would be at least in 
balance on its current external payments as a whole, and also in balance on 
its non-sterling payments after taking credit for dollar aid. It is true that 
the Chancellor, and other Ministers too, have continued to draw attention to 
the longer run problems; but they have not done so in any such terms as 
might have aroused a new alarm. On the contrary, a number of hints and 
vague allusions to the coming Commonwealth Conference and to subsequent 


TABLE II 
GROSS REDEMPTION YIELDS TO LATEST DATE 


(Per cent.) 


NOV. 7, March 11, June 24, Sept. 15, Sept. 22, 

1951 1952 1952 _195- 195- 

{ s. d. feos. d. fos. d. £ s. d. f s. d. 
24°, Nat. War Bonds, 51/53 2 I 3 23 5 : 3a 215 9 217 Oo 
12% Ser. Fdg. Bonds, Nov., 1952 I 14 10 217 5 - & @ as & 
12%, Ser. Fdg. Bonds, Nov., 1953 —- I 15 10 216 2 214 6 2 13 10 
13% Ser. Fdg. Bonds, Nov., 1954 — 2 5 2 > 3 215 4 2141! 
24%, Nat. War Bonds, 54/56 2 O10 212 9 2 12 8 37 2 217 9 
24% Exchequer, 1955 .. .- 117 5 2 9 6 3 I2 I 3 9 O 219 |! 
3% Savings Bonds, 55/65 3 8 2 3 16 9 4 8 3 23s g 3 16 7 
25% Funding, 56/61 219 7 3 10 2 4 2 0 3 10 3 3 11 10 
3° Funding, 66/68 3 2% 3 4 3 0 10 10 ; oO 20 - < 
3% Savings Bonds, 65/75 31463 44 7 412 4 1 7 4 3 3 
3% Trans. Stock, 78/88 3 15 3 4 5 9 $ It 2 & 2 2 *& @ 59 
33% Steel Stock, 79/81 3 16 9 t+ 5 9 } Io 0 t+ 3 4 = on 
3°, Gas Stock, 90/95 3 17 OG t+ 3 = .* > 2 t+ 2 3 a i 
34% War Loan .. ded 8 422f 469 If IO 2] + Gg 3f } 10 Of 
210 Consols = . 38 of 4 2 5) 10 7f 4 2 10f 1 Of 
23°, Treasury Stock .. « 28 2F 45 3F oe eg S39 a -sF 

(f) Flat. 


intentions to “‘ seek the co-operation’ of the United States have suggested 
a comforting conviction in governmental circles that the problems of the 
future can all be neatly solved in turn without causing any noticeable pain to 
Britain. 

When the Government itself puts all its emphasis on optimistic short-run 
forecasts and takes so facile a view of the longer prospect, the general public 
can hardly be blamed for doing likewise. The stock markets this summer 
have been given their chosen tonic for tired nerves. The big institutional 
investors, having only just completed the readjustment—in some instances 
the very painful readjustment—of their positions to the circumstances of 
orthodox money, at first took a very cautious view. But the diversified 
buying of gilt-edged by private investors, which had been halted by Mr. 
Churchill’s warnings, was quickly resumed; and it gathered pace when its 
impact upon a narrow market began to scale down the unfamiliar yields that 
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had provided the original bait. Then, in the second phase, the institutional 
investors—some of which had previously been snatching short-term profits— 
began to take a hand, not lavishly, but sufficiently to keep the whole process 
moving forward. Like the small private investors, they feel they cannot go 
wrong if they are able to buy to lock away; but they are not prepared to 
commit a large proportion of their available funds until it 1s clear that the 
bottom has been decisively passed. 


GOVERNMENT-INJECTED LIQUIDITY 

Throughout this period of resurgence the market tactics of the authorities 
themselves have been circumspect. That is to say, there is no suggestion 
that the “departments ’”’ have been buyers on balance; on the contrary, 
they have almost certainly lightened their holdings—not, however, by any 
freely flowing taps, but rather by the process of waiting patiently until the 
market had risen to the level of what had at first been regarded as their 
extravagant offering terms. In a buoyant market such tactics as these, and 
also some slightly more questionable tactics in switching operations, have 
probably had the effect of assisting the upward movement, even though the 
authorities would not dream, nowadays, of indulging in outright support of 
the Daltonian kind. 

But if these particular tactics of the authorities may reasonably be 
exonerated from blame (or credit ?) for this summer’s ebullience in the 
markets, financial and monetary policy in its wider sense has certainly played 
a big part init. The objective of the swing to an orthodox monetary policy 
was to promote disinflation by making money tighter—by drying up the 
supply of liquid assets not merely, or even primarily, in the banking system 
but throughout the domestic economy. The fall in markets in the eight 
months to midsummer was mainly a consequence of the general effort to get 
or keep liquid despite the squeeze upon supplies of credit from the banks. 
Similarly, the rise in markets thereafter was at first the consequence of the 
public’s rising conviction—as apprehension gave place to relief, and relief to 
optimism—that its rush for liquidity had been overdone. But this summer 
boom has not been attributable solely to the public’s growing desire to turn 
its liquid cash back into securities. A big influence, perhaps even a bigger 
one, has come from the fact that, at this time when the public was anxious 
to get less liquid, the available supply of liquid assets has been rapidly 
increased. And the authorities themselves are solely to blame for this 
strikingly contrary movement. 

In the five months to last August, the continuing credit squeeze reduced 
bank advances for the private sector of the economy by at least {100 millions 
(total advances dropped in this period by nearly twice that sum, but large 
repayments were being made by the British Electricity Authority out of its 
market issue, roughly {100 millions of which was taken at the outset by the 
‘“ departments ” themselves), while clearing bank finance in the form of com- 
mercial bills dropped by fully {110 millions. Yet in these five months the total 
of net bank deposits rose by £180 millions, whereas in the similar period of 
1951, when a lax monetary policy was still letting bank advances rise, deposits 
actually dropped by nearly £60 millions. This extraordinary movement was 
wholly due to an extravagant rise in borrowings by the central government 
itself; its net demands on the banking system amounted to no less than £500 
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millions. Thus at a time when the domestic economy was being deprived of 
credit at the average rate of {40 millions a month, mainly as a result of monetary 
discipline, more than twice that sum was being pumped into it each month 
through the credit creations needed to finance the Government’s cash deficit. 

These injections of cash through deficit-spending by the Government 
have been neutralizing the effects of the credit squeeze both directly and 
indirectly, though so far the effects have been patchy. Some individuals and 
some businesses have obviously continued to feel the constraints of tighter 
money, and many repercussions of this can still be seen; but the rising stream 
of Government-injected purchasing power has reinforced other influences 
making for a revival of demand in many of the trades that had been hit by 
the localized recession, enabling them to float off their surplus stocks. If it 
had not been for the difficulties of these trades—difficulties attributable rather 
to the cuts decreed overseas than to any deliberate disinflation at home 
the adverse effects of the reflation of domestic purchasing power would already 
have been much more clearly visible. The impact upon conditions of trade 
and employment has been largely absorbed by the cushion of stocks and of 
falling export orders, so that the most visible effect has been in the sphere of 
finance—in an easing of the pressure for business liquidity. And the outward 
manifestation of this, the summer boom in the markets, is popularly regarded 
as necessarily a “‘ good thing ’’—thereby giving a further boost to market 
confidence. 

The other way in which the stream of Government borrowings has been 
neutralizing the intentions of monetary policy is through its impact upon the 
banking system. Since these borrowings have taken the form of steady 
increases in the weekly offerings of Treasury bills, the outstanding total of 
tender bills has been raised by the huge amount of some £750 millions in the 
current fiscal year. In consequence, in the five months to August 20, the 
latest date for which figures are available, the clearing banks’ total supply of 
liquid assets expanded by almost {£400 millions (to £2,265 millions), despite 
the steep fall in their commercial bills. Their portfolios of Treasury bills 
have, indeed, been raised in this period by almost exactly the amount ({500 
millions) that was arbitrarily cut away by the virtually forced funding opera- 
tion of last November. Thus have the effects of that operation been undone. 
Qn August 20 last the ratio of bank liquid assets to gross deposits was 37.4 
per cent.—nearly six points above the level of last March, only 14 points 
below the abnormally swollen ratio shown on the eve of the first move to 
monetary orthodoxy, and actually above the figure for the corresponding 
date last year. 

This transformation of their technical position has lifted from the banks 
the fear that continued to oppress them until almost the middle of the year 
—the fear that they might be obliged to sell gilt-edged securities, on an 
unwilling market, to enable them to finance demands for advances from 
“ essential ’’ borrowers, just as some of them did sell in the early phases of 
the new monetary policy. In the circumstances, many people are surprised 
to find that there has not been already a perceptible shading of the banks’ 
attitude towards prospective borrowers. If there has not been any such 
telaxation yet, it must be attributed partly to the fact that the banks are 
still much more accustomed to responding to exhortations and ‘‘ requests ” 
than to orthodox devices, and partly to the fright they have this year 
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experienced in the gilt-edged market. The mid-year changes in balance- 
sheet formulae, bravely though they were defended (and defensible though 
they may be, on the wider considerations analysed in THE BANKER two 
months ago), have left a deep mark on banking psychology. For all that, 
the short-run self-interest of bankers is to expand their advances if their 
liquidity permits expansion; it is always difficult to say “ no’ to an old- 
established customer; and there is wide scope for honest differences of opinion 
about what is, and is not, a justifiable advance. The banks may not have 
been conscious of any easing of their lending policies; but they are certainly 
less tough now than they would have been if the liquidity ratio had remained 
at the level to which it was reduced last March. To the extent that this 
difference represents an actual easing (as distinct from an abstention from 
further toughening), it means that an indirect softening of the monetary 
position is superimposed upon the softening that the government borrowings 
have brought about directly. 


NON-RECURRING RELIEFS THIS YEAR 

The extent to which these monetary tendencies are alarming depends, of 
course, upon how far the underlying objectives of government economic 
policy are being achieved notwithstanding these conflicting forces. The 
markets, with the aid of the government injections of credit, may be celebrating 
the prospect that this year’s objectives may be attained; but these were 
never put forward as more than imperative first objectives, to be sought, if 
necessary, by unrepeatable expedients while more enduring correctives were 
being worked out and applied, thus preparing the way for the more formidable 
objectives ahead. In fact, however, this year’s progress from violent external 
disequilibrium to precarious balance has not, in principle, been very different 
from the favourable phases of the cycles of these post-war years. And it 
has been brought about very largely by non-recurring factors’ or good 
fortune. 

The non-recurring factors have been the cuts in imports, the cuts in 
industrial investment and the absence of stockbuilding of primary materials 
(or even, conceivably, an actual draft on such stocks); and the good fortune 
has been the unexpectedly big improvement in the terms of overseas trade. 
Most of these sources of relief must sooner or later reverse themselves and 
become, instead, sources of strain—strain that must be successfully borne, as 
it has never yet been borne since the war, if the other half of the grim cycle 
is to be arrested. The domestic economy has not, moreover, yet paid the 
price of this year’s relief for the balance of payments, since the import cuts 
are only now beginning to develop their full effects upon supplies for con- 
sumers. Next year there will be a bigger burden to be carried for defence— 
and also, if the Government sticks to its political promises, for housing. 
Beyond all this there lies the imperative need to build up some safety margin, 
to earn for a run of years a steady external surplus, and thus to lift the gold 
and dollar reserves substantially above their present danger level. 

There is no sign that this year’s efforts have done anything significant to 
develop fundamental correctives to take the place of the unrepeatable 
expedients; and such real progress as has been achieved—in the moderate 
re-distribution of the labour force, for instance—has no promise of momentum. 
Although this Government has made some welcome innovations, there is no 
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reason yet to alter the view, consistently put forward in these columns ever 
since the Daltonian phase, that sure equilibrium can never be attained except 
by a determined and sustained disinflation. This is in some ways even more 
difficult than it would have been a few years ago, because the economy must 
always be given sufficient elbow-room to enable it to adapt itself to the 
rapidly changing conditions in world markets that grow increasingly com- 
petitive. The disinflation has to provide this elbow-room as well as doing 
its basic task of provoking a sufficient switch of resources to permit a big 
increase in two vital categories of investment—industrial investment at 
home and investment overseas. 

These reflections upon the dangers of the longer-run, and upon the extreme 
difficulty of avoiding them, should ; give pause to the markets—for two principal 
reasons. First, because the optimistic assumptions that have buoyed up 
the gilt-edged market in these past three months are seen to be short-sighted 
and misleading. Secondly, and for the longer-run still, because the prospect 
of a continuing chronic shortage of capital seems to postulate a long phase of 
comparatively high interest rates. But these arguments are not in themselves 
a sufficient basis for a long view of gilt-edged. It can be plausibly argued 
that, although this is indisputably the shape of the problem in principle. its 
framework in practice may be very different, because interest rates and 
monetary policy will not be allowed to play any decisive part in the search 
for a solution, and because the bigger part will be played by physical controls. 
The drift of experience and of political behaviour in these post-war years does 
not support this view; but its application, in a slightly different form, to 
immediate policy is rather more appealing. It can be argued that at the 
moment monetary orthodoxy is already doing almost as much as could 
possibly be expected of it; it is squeezing the private sector, and if the credit 
position is still too soft for safety, that is wholly due to the spendthrift public 
sector. What is most urgently needed now is a cut in government spending, 
partly to make room for more private investment; and any further turn of 
the monetary screw, applied as a means of correcting the monetary softness, 
would merely compress the private sector further including private 
investment. 





NEED FOR “ GENUINE "’ BORROWINGS 

Here is indeed the very essence of the problem. -But the conclusion 
generally drawn from this unexceptionable diagnosis is naive. It is foolish 
to suppose that Britain’s need to pay her way as a nation, and to ensure 
that she can continue to pay her way, can wait upon the ability of politicians 
to summon the courage to cut their extrav agant outlays. Unless and until 
the public sector is cut sufficiently, the private sector has, willy-nilly, to be 
cut disproportionately—if necessary, to the point at which threatened break- 
down or public outcry at last brings the politicians to their senses. 

In the context of this year’s finances, this means that the Government’s 
failure to discipline its own demands for credit does not justify an omission to 
use monetary policy as a means of mitigating the ill consequences of that 
failure. This attitude, solicitous though it may seem for the private sector, 
merely makes bad worse. If the Government is running an excessive deficit, 
the only proper and eventual corrective is to reduce it by cuts in expenditure; 
but, unless and until that is done, the authorities must take all reasonable 
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steps to avoid financing the deficit by new creations of credit; that is to say, 
they must finance it, so far as possible, by sales of securities to the general 
public rather than to the banks. This principle, moreover, will generally hold 
good even when the deficit is regarded as being temporary, if the sum involved 
is clearly larger than can reasonably be treated as a normal seasonal swing, and 
if the period of the swing is relatively long. There is no assurance, if such 
deficits are financed by credit creation, that the damage then done will be 
automatically undone when the Exchequer’s stringency gives place to surplus. 
And, in any case, the bigger the deficit, the more dubious will be the assumption 
that it will prove to be merely temporary. 

That is precisely the situation in this current fiscal year. The Treasury’s 
‘“ above-line *’ position in the first five and a half months has been no less than 
£288 millions worse than in the similar period of 1951-52, whereas the Budget 
envisaged an improvement of {46 millions over the year as a whole; and the 
‘“ below-line ” position has also deteriorated by £28 millions. Several con- 
siderations, notably the fact that much of the additional revenue for which the 
Chancellor budgeted cannot be collected until late in the year, suggest that a 
substantial part of the “ above-line ’’ deterioration may be made good in due 
course; but it is evident that there will still be a significant shortfall. More- 
over if the external balance of payments were to swing temporarily into 

‘overall ” surplus, as some people think it may do, part of the Treasury's net 
intake of cash in the tax-gathering season will be bespoken for repaying overseas 
debt (or buying gold) instead of repay ing its borrowings of new credit from the 
banking system. And this year’s ; borrowings in this form have far surpassed 
the amount that could be accepted as normal seasonal financing. 

Hence, however optimistic the Chancellor may have been about this year's 
Budget out-turn, and however great his determination to prune Government 
expenditure in 1953-54, his proper course during this summer of huge borrow- 
ings was to have tried to get a perceptible slice ‘of the money from the public. 
The policy of raising it from the banks would have been justifiable only if 
there had been no strong recovery in stock markets; for in those circumstances 
the prevailing business psychology and the public’s continuing desire for 
liquidity would have given reasonable assurance that the injections of credit 
would not quickly do damage. In one sense, therefore, the summer boom in 
markets is the very proof of the inadequacy of financial policy. In the pre- 
vailing circumstances such pronounced and sustained buoyancy raised 
danger signal that no prudent Chancellor should have ignored. 

The suggestion that the rise in the market should have been met by efforts 
to borrow from the public rather than the banks does not necessarily mean 
that the Treasury should have at once made a specific new issue or issues. The 
authorities have always an alternative—and highly flexible—instrument at 
hand in the Government broker. By the end of July, if not before, he should 
have been instructed to sell freely, though not aggressiv ely, in such a way as to 
stabilize the market, or at least to keep its rise within moderate bounds. 
Moreover, in the particular circumstances, there was also a very strong case 
for not delaying formal approach to the market—because of the large maturities 
of debt that lay ahead. The mistake of leaning so heavily upon the banks 
for current finance has indeed been aggravated by this circumstance, since a 
large block of the earliest maturity—the £450 millions of one-year Serial 
Funding Stock placed last November—is held by the banks themselves. The 
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banks have been glutted with liquid assets through the excessive borrowings 
on Treasury bills at the very time when some {250 millions of their investments 
were becoming even shorter dated than such bills (though they are still, of 
course, excluded from the customary computation of liquid assets). They 
could also see the prospect, only a little way ahead, of a further injection of 
liquid assets through the final maturity next March of the £522 millions of 
1951-53 National War Bonds. Unless this whole sum can be secured by sales 
of the replacement stocks to private holders other than the banks (including 
the proceeds of induced purchases by the discount market and other investors 
of stocks now held by the “‘ departments ’’), a margin will remain to be provided 
by Governmental agencies out of further creations of bank credit. 


PUMP-PRIMING INSTEAD OF FUNDING 

Plainly, this was not a situation in which the authorities ought to have 
delayed their operations, however strong their desire to serve their own narrow 
interests as borrowers. Given the genesis of the boom in markets, their tactics 
have amounted to a pump-priming that bears a distinct resemblance to that of 
Dr. Dalton in the first half of 1946, when he declared his indifference to a 
temporary rise in the floating debt—a phase, incidentally, that ended curiously 
with an issue placed jarringly below the market! If the Chancellor had had 
real respect for the monetary principles he has sponsored and expounded, he 
would have seen clearly the path that should have been followed, for the rise 
in the banks’ liquidity ratios gave a warning only slightly less strident than the 
signal from the markets. Had he heeded that, he would have seen that a large 
part of the Government’s need for finance should have been met on securities 
other than bills. The first requisite was to get as much as possible from the 
public; the second requisite was to get most of the remainder, which had to be 
provided directly or indirectly by the banks, by sales of bonds instead of bills. 
And since the whole virtue of the new monetary policy—its distinctive merit 
as contrasted with the ineffective hortatory policies of the previous five years— 
would have been cast aside in any new attempt to dragoon the banks, the only 
proper way to secure finance from them against bonds was by a market issue 
on terms calculated to secure the desired response. What was needed, in fact, 
was a double operation—one designed to appeal to the general investor and 
one that met the technical needs of the banking system and other specialized 
investors. . 

These principles, which ought to have been practised long ago, should 
equally govern the market operations that now, presumably, are imminent— 
and may possibly be launched while this issue of THE BANKER is in the press. 
In particular, they should govern the re-financing of the Serial Funding Stock 
no less than the necessary funding of Treasury bills. The enforced funding of 
last November could reasonably be justified as a special measure necessary to 
fit the banking mechanism quickly for the new orthodoxy; but now it is 
orthodoxy that should dictate the tactics. This policy is needed, not merely 
to avoid injustice to the banks (who, especially after the second rise in Bank 
rate not unnaturally felt that they had been given a raw deal by the high- 
handed method of last November), but chiefly because of the merits of the 
orthodox principle itself. It is only by acquiring an honest respect for the 
principles of the market-place, in this sphere as in others, that the Government 
can hope to encompass the economic tasks that lie ahead. 
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Capital Market under the Yoke 


N the last few years there has been a revolution in the London capital 

market. That revolution has not been easy to measure and it has, therefore, 

been insufficiently advertised—although THE BANKER can fairly claim to 
have been in the forefront of those who have drawn attention to it. Last 
month, however, the Central Statistical Office made its first major essay at 
exploration in this field. The statistics it has set down in the revised national 
income estimates for 1951 are necessarily incomplete and subject to a wide 
margin of error; they are also presented in a form that can best be compared 
to the separate and scattered pieces of an intricate jigsaw puzzle. But it is 
well worth going to the intensive labour needed to fit them together, both with 
each other and with figures that have previously become available elsewhere. 
For the picture that emerges is the most complete yet of what the official 
statisticians believe to be the shape of the post-war capital market. 

According to these estimates, gross capital formation in Britain in the four 
years 1948-51 amounted to some {7,108 millions (or just under 16 per cent. of 
gross national product), while another £2,350 millions had to be provided to 
finance the appreciation in the value of stocks. This meant that £9,458 millions 
of savings were required in these four years; in fact, however, only {£9,160 
millions were forthcoming from domestic savings, so that £298 millions had 
to be met out of borrowing or grants from abroad. The national income 
statisticians estimate that this capital formation and these savings were 
spread throughout the different sectors of the economy in the following way 
(¢ millions): 








Persons and Public Central , 
Unincor- Com- Cor- Local Govern- Total 
porated panies porations Authorities ment 

Businesses 





Funds available for investment 494 5,170 528 413 2,555 9,160 
Capital formation and_ stock 
appreciation .. - — 1,298 4,800 1,298 1,606 456 9,458 








Funds borrowed from (—) or lent | 

to (+) other sectors .. 2° — S04 - 370 —-770 - 1,193 -+ 2,099 — 295 
These figures have been drawn from Table 31 of the national income blue book, 
except that E.C.A. and other grants from abroad have been treated as overseas 
borrowing and not as capital transfers to the central government; the con- 
sequence is that the bottom right-hand figure of the table (£298 millions) is 
equal to the total balance of payments deficit in these four years. Most of the 
foreign lending to Britain that has been the counterpart to this balance of 
payments deficit has, of course, also been channelled into the national economy 
through the central government's hands. 

These figures deserve close attention—and the widest possible publicity. 
They show that the funds directly accruing to persons and unincorporated 
businesses, and to public corporations and local authorities, since 1948 have 
been insufficient to finance the investment that they have been undertaking. 
These three groups have therefore had to raise funds from elsewhere—either 
by new borrowing or by the sale of stock exchange securities and other financial 
assets; fuller analysis later in this article will show that personal sales of stock 
exchange securities in this period must have been particularly large, while 
the local authorities and nationalized industries have been able to rely on 
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borrowing from or through the government. The figures also suggest that 
companies had £370 millions available for net lending (or net purchases of 
securities and other financial assets) in these four years; as will be seen below, 
however, they, too, had become net borrowers by 1951, and even between 
1948 and 1950 the funds that they apparently had available must have been 
largely absorbed by their net investment abroad (especially the net investment 
of oil companies). The startling conclusion to be drawn from these figures is, 
therefore, that the only real source of net domestic investible funds in the past 
four years has been the central government and its subsidiaries (such as the 
national insurance authorities). Within the other sectors there have, of course, 
been some individuals or groups (such as the banks and insurance companies) 
with resources available for net new lending, and there has been plenty of 
room for switches between liquid and less liquid assets even by those groups that 
have been drawing their accumulated savings down. But the figures show how 
completely—and unhealthily—the whole shape of new investment in this 
country is now dictated by the activities of one Gulliver in Lilliput. 





DISINTEGRATION OF THE PRIVATE INVESTOR 

The full scope—and the consequences—of this upheaval can be more clearly 
understood after analysis of the separate sectors. Table I overleaf shows the 
official statisticians’ estimates of saving and investment by persons and un- 
incorporated businesses. It should be explained that any growth in the life 
funds of assurance companies is included in total personal savings in the first 
line of the table; since life assurance funds have grown steadily by between 
{100 and £150 millions a year since 1948, this factor alone appears to have 
accounted for more than the whole of personal net savings and provision for 
stock appreciation in each year except 1950. Moreover, those individuals who 
were able to undertake some net saving in this period must have largely 
accounted for the £87 millions excess of receipts over withdrawals shown by 
the national savings movement in these four years and for at least part of the 
£410 millions increase in the invested funds of building societies; in addition, 
persons, as distinct from companies, may have accounted for some of the {500 
millions of net investment abroad which, as will be explained below, seems to 
have been undertaken by the private sector of the British economy between the 
end of 1947 and the end of 1951. 

If allowance is made for these factors, it seems that persons and unincor- 
porated businesses must have raised something between {1,500 and {2,000 
millions in these four years, either by the sale of stock exchange securities 
and other financial assets to the corporate or Governmental sectors or by net 
borrowing. Moreover, such evidence as is available suggests that if there 
has been any substantial net borrowing it has not been from the banks. In 
the context of these figures net personal borrowing from the banks means the 
increase in bank advances to persons less the increase in credit balances owned 
by persons. According to the memorandum submitted to the Royal Com- 
mission on Taxation by the British Bankers’ Association in July, 1951, however, 
there was no net personal borrowing of this sort between the end of 1946 and 
the end of 1950; in this period the rise in gross personal borrowing from the 
clearing banks was {174 millions less than that in gross personal deposits. 
The implication seems to be that most of the £1,500 millions to £2,000 millions 
mentioned above represented net sales of securities from private portfolios. 
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These figures of personal savings and investment are so extraordinary that 
one is tempted to believe that they must be wrong; THE BANKER has argued 
before that the private investor is dead, but not that his body is in such an 
advanced state of disintegration as this. The national income statisticians 
would, in fact, admit that the figures given in Table I are subject to a wide 
margin of error; but, however wide that margin, it is clear that the Central 
Statistical Office now believes that the enforced abdication of the personal 
investor is more complete than anyone had previously supposed. 

Inevitably, this abdication has had a disastrous effect upon real investment 
by small—and especially by unincorporated—businesses. It will be seen from 
Table I that fixed capital formation by persons and unincorporated businesses 
fell from {210 millions to £195 millions between 1948 and 1951; figures given 
elsewhere in the national income blue book suggest that prices of capital 


TABLE [I 
FUNDS AVAILABLE TO PERSONS AND NON-CORPORATE BUSINESSES 
(4 millions) 





Total 
1945 IQ49 1950 195! 1945-51 
Personal Income “ye sc 9,860 10,3909 10,893 11,695 42,850 
Consumption* ny > — 8,435 —- 98,773 — 9,159 — 9,554 — 36,231 
Provision for Direct Taxes .. - 1,350 — 1,520 — 1,527 —- 1,716 —- 6,113 
Savings and Stock Apprecia- 
tion .. Ke sa _ 75 10 7 Qs 156 
Depreciation Allowances w SI gO 108 123 408 
Additions to Tax Reserves .. 23 36 4 So 97 
War Damage Payments and 
other Capital Receipts He 116 [05 O07 b> 386 
Death Duties and Special Con- 
tributions... a es -- 215 254 — 190 ~ 1o4 — 553 
Funds Available for Capital 
Formation ay e 34 89 196 175 494 
Fixed Capital Formation 210 220 195 1Q5 520 
Increase in Value of Stocks .. QI 53 [14 [go 479 
Gross Capital Formation. . 301 303 309 385 1,298 
Net Borrowing (—) or Lending 
2 


} to Other Sectors a 207 -- 214 : [13 — 210 _ So4 
*I[ncluding current remittances abroad 


equipment rose by a fifth in this period, so that the fall in the real volume of 
fixed investment in this sector was probably nearly as much as a quarter. 
The total of fixed capital formation by persons probably includes between £50 
and 470 millions spent annually on the purchase of new houses and most of 
the {80 to {90 millions of fixed capital formation in agriculture in each year 
between 1948 and 1951; the remaining net investment by small traders, 
partnerships and professional organizations—which between them must account 
for about a third of productive enterprise in this country—was obviously 
pitiably small. One explanation of the very small net investment in this 
sector must lie 1n increasing sales of real assets or transfers of whole businesses 
into the corporate sector. According to the Board of Trade, the total number 
of private companies rose by over 24,000 and their paid-up capital by £296 
millions between the end of 1947 and the end of 1951. This wholesale incor- 
poration of small businesses, under the weight of surtax and death duties, must 
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also be largely responsible for the extraordinary fact that the gross profits of 
unincorporated businesses (including stock appreciation) rose by only 83 percent. 
between 1946 and 1951, while the gross profits of companies and public corpora- 
tions (on the same misleading basis) rose by 83 per cent. Even when allowance is 
made for this fact, it seems clear that unincorporated businesses cannot now 
be replacing their capital equipment as fast as it is wearing out—and this 
must also be true of many small private companies. Indeed, to judge from 
the national income blue book, some private businesses may not even be re- 
investing the whole of the very inadequate depreciation allowances granted to 
them by the tax authorities; under the approaching shadow of death duties 
many small traders and professional men clearly live off capital in the last 
vears of their life. This holocaust cannot be shrugged off by saying that many 
of these private businesses are in distribution and other fields w here i investment 
has perhaps been too large in the past. The small business has also been the 
traditional—and best—home of certain types of precision manufacture and 
merchanting functions that are essential to the national economy, and the 
testing ground for many innovations, new ventures and entrepreneurial skills. 
If the home is now being deserted and the testing ground laid waste, future 
generations will suffer for it. 





STANDSTILL ON CORPORATE INVESTMENT 

It is not possible to be so dogmatic about capital wastage in the corporate 
field, but it seems likely that here, too, real domestic capital is barely being 
maintained intact—and even that at the expense of running into debt. It will 
be seen from Table If overleaf that companies had £137 millions available for 
lending to other sectors in 1948, £125 millions in 1949 and £141 millions in 1950; 
the savings that generated these investible funds include the increase in the 
non-life assets of insurance companies. Even in these three years, however, it 
seems probable that the net investible funds of companies were largely—if not 
wholly—absorbed by their net investment abroad. Comparison between the 
central government's capital account shown in the national income blue book 
and the investment and financing account in successive balance of payments 
white papers makes it possible to arrive at estimates of net private investment 
overseas in the last four years; these estimates—one large component of which 
was net investment overseas by the oil companies—amounted to £147 millions 
in 1948 (despite the sale of the Argentine railways in that year), £179 millions 
in 1949 and £27 millions in 1950. Some of this net overseas investment must 
have included the transfer of private ‘“‘ hot money ”’ abroad—though in 1950 
this was probably a negative factor and in other years a large proportion even 
of the hot money outflow was probably on corporate account. 

In 1951 the screw in the corporate sector grew tighter still. Companies had to 
borrow {33 millions last year in order to finance “domestic capital formation. 
Moreover, this was after the use in industry of no less than £456 millions of 
assumed provisions for this year’s increased tax liabilities, and before allowing 
for {148 millions ci apparent net private investment overseas. It is clear that 
in 1952 company borrowing would have had to be much heavier still, were it 
not for the sharp cut that has almost certainly taken place in capital investment. 

How far can Britain afford this cut in corporate investment? The national 
income blue book throws some revealing light on the course of the investment 
in stocks and in fixed capital in recent years. Its estimates suggest that 
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between the end of 1947 and the end of 1951 the value of companies’ stocks 
and work in progress rose by something like 80 per cent., by £2,250 millions to 
£5,000 millions. But the blue book also estimates that fully 80 per cent. of 
the total increase in the value of stocks in Britain during this period was due to 
price inflation alone, and that something like two-thirds of total stocks in this 
country at the end of 1951 were held by companies. On this basis, between 
£1,500 and £1,800 millions of the total £2,250 millions increase in company 
stocks between 1948 and 1951 may have been due to appreciation of values 
rather than to any increase in volume; the figures in parenthesis in Table II 
are, in fact, set down on the assumption that two-thirds of total stock apprecia- 
tion in each year took place in stocks in company hands. These figures are 
necessarily tentative, but it seems clear from them that in both 1949 and 
1950 the physical increase in companies’ stocks was insufficient to support the 
concurrent increase in their production; in 1951, therefore, stocks had to be 


TABLE II 
FUNDS AVAILABLE TO COMPANIES 
(£ millions) 














Total 
1948 1949 1950 1951 1948-51 
Trading Profits and Other In- 
come 2,c18 1,947 2,273 2,705 8,943 
Dividends and Interest — 7358 —- 715 —- 741 S19 — 3,013 
Provision for Taxes — 92 —- 696 —- 807 1,151 — 3,377 
Savings and Stock oo 
tion = 557 530 725 735 2,553 
Depreciation Allowances 324 428 460 502 1,714 
Additions to Tax Reserves 168 - 37 95 450 682 
War Damage Payments and 
other Capital Receipts 78 63 40 34 221 
Funds Available for in 
Formation 1,127 990 1,326 1,727 5,170 
Fixed Capital Formation 570 605 675 700 2,550 
Increase in Value of Stocks 420 260 510 1,060 2,250 
Of which: Physical increase in 
Stocks (220) (go) (40) (330) (680) 
Gross Capital Formation . 990 865 1,185 1,760 4,800 
Net Borrowing (—) or Lending 
(+) to Other Sectors + 137 + 125 + I4I 33 + 370 








built up again—and there, as an editorial note on page 193 points out, lay the 
main reason for last year’s balance of payments crisis. 


From the companies’ point of view, 


the main consequences of all this 


have been, first, that their necessary stock building has had to take place in 
uneconomic jerks, corresponding to the vagaries of official import controls; 
and, secondly, that they have had to make provision for some £600 millions 


of taxation on between {1,500 and {1,800 millions of bogus 
The funds that they have had 


stock appreciation during these four years. 
available for fixed capital formation have been grievously affected by these 
two factors—and also, in individual cases, by the steady run-down in financial 
reserves accumulated during the war. It will be seen from Table II that gross 
fixed capital formation by companies rose by about 23 per cent., from £570 


millions to £700 millions, between 1948 and 1951: 
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equipment (on the blue book’s reckoning) also rose by some 20 per cent. in 
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this period, however, it is doubtful if there was any significant increase at all 
in the real volume of companies’ fixed capital formation. 


DISTORTION OF THE INVESTMENT PROGRAMME 


In what fields, then, has investment increased in the last few years? In 
Table III an attempt is made to deflate the blue book’s figures for gross capital 
formation to constant 1948 prices; the price index used is that assessed by the 
national income statisticians for all fixed capital, which means that the totals 
in the last line represent the best official guesses, but that the separate com- 
ponents are derived figures subject to an additional margin of error. It must 
also be remembered that there has been a substantial shift of businesses from 
the personal to the companies’ sector, and from the companies’ sector to the 
public corporations’ sector, during the last four years. Nevertheless, the trend 
of the investment programme, under conditions of Government dominance of 
the capital market, emerges plainly from the table. The advantage in securing 
funds for investment now lies wholly with the big battalions, and especially 
with those industries that have been brought within the public sector. One 
of the most striking figures that can be derived from the national income blue 
book is that fixed investment in the gas, electricity and water industries 


TABLE III 
ESTIMATED REAL FIXED CAPITAL FORMATION 
(£ millions at Constant 1948 Prices) 





1948 1949 1950 1951 

Central Government ... es ja es 117 107 112 137 
Local Authorities ‘a ia a - 375 373 378 361 
Public Corporations = wa ws ie 194 271 279 305 
Companies - a ‘a wa a 570 588 626 578 
Persons and Non-Corporate Enterprises see 210 213 182 161 
TOTAL - os oe 1,466 1,552 1,577 1,542 





amounted to some 82 per cent. of their gross product last year, while that in 
manufacturing industry amounted to only 11 per cent. of its gross product. 
Moreover, within the manufacturing field there were certain industries—such 
as oil refining and other chemicals—that have been particularly favoured in the 
last few years; in smaller industries—and particularly in smaller companies— 
it seems certain that gross investment cannot have been sufficient to make good 
the concurrent depreciation of existing capital equipment. Here again, there- 
fore, Britain’s heritage is wasting away. 

In Table IV an attempt is made to recast the much fuller—though still 
somewhat obscure—Government capital account in the new blue book into 
a form that is a revealing record of Government transactions in the capital 
market.* This table can perhaps best be regarded as a footnote to history; 








*It should be explained that the item ‘‘ borrowing from abroad’”’ in Table IV excludes any 
increase in sterling balances and other ‘‘involuntary ’’ lending by foreigners, but includes E.C.A. 
and other grants; that the item ‘‘ other receipts ’’ includes receipts from sales of surplus war 
Stores, which are thus not counted as an offsetting factor to increases in trading and strategic 
Stocks; that the item ‘‘ net repayment of short-term debt ”’ includes net repayment of tax reserve 
certificates, Treasury deposit receipts and Treasury bills held by banks, by the money market 
and by foreign holders of sterling balances; that the item ‘‘ net purchases of Government securi- 
ties ’’ is struck after treating new issues in the same way as Sales; and that the issue department 
of the Bank of England (together with the national insurance authorities) is counted as being 
in the central government sector throughout. 
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it provides partial but broadly confirmatory answers to several crossword 
puzzles that THE BANKER has tried to work out, from even more incomplete 
evidence, before. Historians of the capital market can spend many intriguing 
hours in checking up how right their guesses have been about how much (or 
how little) of the heavy issues of the Daltonian period and of the £350 millions of 
Funding Stock issues in 1950 were actually taken up outside the Government 
departments; there is also, incidentally, confirmation in these statistics that the 
increase in colonial sterling balances, and the fall in many other sorts of 
sterling balances, in the past few years must mean that a growing proportion 
of the balances as a whole is now held in gilt-edged rather than Treasury bills, 
But these are questions that are still partly—and presumably in some cases 
deliberately—enshrouded in fog. The main story told by the table is that of 
the huge sums that are now drawn into the central government sector by 











taxation, national insurance contributions and borrowing from abroad—and 
TABLE IV 
CENTRAL GOVERNMENT AND NATIONAL INSURANCE FUNDS 
RECEIPTS (¢ millions) 

1946 1947 1945 1949 1Q50 IQ5I 

Revenue Surplus .. cs ie sy 2 = 930 — 224 443 503 650 601 
Depreciation Provisions .. ae a se 19 31 39 44 47 50 
Borrowing from Abroad * aa a - 209 760 470 13! I74 — 29 
Sales ot Gold and Foreign Currency res .- - 156 53 is — 634 627 
War Disposals Overseas .. - ss 164 129 gO 34 27 21 
Increase in Fiduciary Issue jx By 50 Nil — 125 25 25 75 
Receipts from National Savings .. - ia 526 I 33 37 60 - S -— 2 
Other Receipts “ss a ea ‘ -. -— 120 — 4 +4 — 20 79 41 
Total a eS ‘s .. — 109 gd 1057 795 310 =: 1384 

p AYMENTS (¥# millions) 

1940 1947 1945 1949 1Q50 IQ5I 

Fixed Capital Formation .. a - +e 120 113 117 III 120 153 
Increase in Stocks .. , -" =" .. = 105 S 11 —- 26 — 75 182 
Loans to Local Authorities nape - od 61 206 252 2385 257 303 
Loans to Public Corporations - re is 41 74 27 30 63 
Net Repayments of Short-term Debt ie ~. = 350 293 293 137 - 5 I 325 
Net Purchases of Government Securities «+ = we 320 310 255 — 23 - 710 
Total - - ua .. — 109 QS! 1057 795 310 =: 1384 





* Including E.C.A. and other grants, but excluding borrowing on sterling balances. 


then passed on to the local authorities, the nationalized industries (who can 
also raise funds under Government guarantee on the market) and for capital 
formation by the Government itself. 


THE UNRECOGNIZED REVOLUTION 

It is no exaggeration to say that Britain’s future as a major trading nation 
will depend on whether or not Whitehall has the courage to recognize—and 
recognize soon—where this revolution in the capital market is leading to. 
The salient fact that has been underlined again and again in this article is “that 
the country’s entire annual increment to saving is now piling up in the public 
sector of the economy; within the private sector some enterprises and in- 
dividuals are still saving (most of the latter through the big financial institu- 
tions), but their savings are apparently more than offset by the dissavings of 
others. In these circumstances there is now no major source left to provide 
risk capital—or, indeed, other forms of fixed investment finance—for many 
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smaiier corporate and unincorporated businesses; moreover, the heavy scale 
of income tax, surtax and, eventually, death duties probably means that it 
would not be worth while for these smaller businesses to build up their fixed 
capital even if finance were available. 

The axe that is already felling the small businesses—or, at any rate, those 
that have not got sufficient reserves—will soon be laid to the roots of bigger 
trees. So far the effect on all but the smaller businesses has been partly 
obscured by drafts on liquid funds accumulated during the war and by the fact 
that the central government sector and the financial institutions have been 
taking in the Gove ernment-guaranteed stocks of newly nationalized industries, 
thus setting personal funds free for equity investment elsewhere. In addition, 
before Nov ember, 1951, a substantial proportion of new bank advances was 
clearly being used to finance fixed capital formation; the necessary—and long 
overdue—check to the expansion of bank advances since then has been assimi- 
lated with a certain misleading air of comfort because industry has simul- 
taneously been pitchforked into a period where the Government is compelling 
it to live off its stocks—and where the cost of financing stock appreciation is 
falling. 

But what happens when stocks have to be increased again, when the full 
weight of the iniquitous Excess Profits Levy begins to be felt, and when the 
other temporary factors described above finally ¢ cease to operate? One answer 
may be that fixed investment will be still further restricted; if so, it will fall 
well below the current rate of depreciation, and Britain’s productive efficiency 
will be left to waste away, to the great benefit of its industrial rivals abroad. 
Another answer—towards which Mr. Gaitskell seemed to be groping at one 
stage in 1950—might be that Government-sponsored institutions should be set 
up as major sources of equity finance. All experience since the war suggests 
that no lasting solution can be found along this road. No Government official 
can possibly be expected to allocate investible funds correctly between large 
industries that he has been taught to regard as “ basic "’ and smaller industries 
that appear in the census of production but are otherwise never even heard of. 
(What, for example, is a bottom-stopper, and how can any genius—except the 
genius of a free market—decide how large should be the investible funds 
devoted to making equipment for its production ?) 

One other solution remains. It would be to make a sharp cut in all taxation 
that merely transfers savings from the private to the public sector, and that 
does nothing to restrain consumer demand. In the corporate field the most 
obvious measures would be an early repeal of E.P.L., the separation of stock 
appreciation from taxable company income, and the granting of depreciation 
allowances that had some relevance to replacement cost—perhaps along the 
lines of the “‘ price coefficient ’’ system in force in France. Tor smaller busi- 
nesses the most urgent need would seem to be to grant some abatement of the 
inland revenue’s present rigid assessment of small business assets for death 
duty purposes—perhaps, as the National Union of Manufacturers has suggested, 
along the lines of the relief already granted to owners of agricultural land. 
Reforms of this sort would not be easy in a politically invidious world. But 
the statistics in the national income blue book should have made it clear that 
the consequences of the present malignant growth of capital erosion and 
investment distortion are not going to be easy either. The crisis in the capital 
market is now staring the country in the face. 
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The Stock Exchange and Its Charges 
By Harold Wincott 


HE proposals announced two months ago by the Council of the London 
"| stock Exchange to revise its commission rules are not mere matters of 

detail and mechanics. They raise issues that may profoundly influence 
the future rdle of the capital market in the national economy. These issues 
are not, even now, generally recognized; and the purpose of this article is to 
draw attention to the more important of them once again. Before doing so, 
it is necessary to consider the proposed changes themselves. 

They fall into three parts. First, it is proposed to vary the graduation of 
the present “ per share ”’ scale, introducing new steps in the scale, with the 
result that some rates will be unchanged and some business under the new 
scale will even be transacted more cheaply than at present. (The rules 
governing transactions of less than {100 value remain unchanged, the Council 
going on record to the effect that it is “‘ anxious not to hit or discourage the 
small investor’’. At the other extreme, big transactions in gilt-edged stocks 
also rank for some preferential treatment.) Secondly, these reductions and 
these preservations of the status quo apart, there is to be a general increase 
in commissions, of an average order of around 25 per cent. Finally, the 
Council has decided, with deliberate intent to keep the extent of the increase 
in commission rates below what it would otherwise presumably have deemed 
necessary, to reduce once again the share of commission that agents may 
secure by bringing business to the House. The rate of rebate to agents on 
the register of banks is reduced from 333 per cent. to 25 per cent.; the trustee 
departments and trustee companies of banks will be included in that register, 
so that there will be a uniform rate of rebate for all business emanating 
from the banks; and the rate of rebate to agents on the general register is 
reduced from 25 to 20 per cent., with adjustments for remisiers, attachés 
and clerks. 

The proposals have been put forward only after months of study by the 
Council. They were advanced in tentative fashion, to test the reaction of 
members and others, before the final decision to implement them is taken. 
Without much doubt, the new rules will become effective, despite the fact 
that they have encountered a good deal of criticism, both within and outside 
the Stock Exchange. It is difficult to escape the conclusion, however, that 
the present proposals have become, in a way, a scapegoat for the inaction of 
the Stock Exchange Council in other directions over the last ten or fifteen 
years. This theme will be developed at length later in this article. It seems 
as well, however, to acknowledge as early as possible that on general grounds 
the Stock Exchange is as entitled as any other section of the community to 
adjust its charges in tune with the rise in its costs, provided that its own best 
interests are served thereby. 

But even within the scope of that acknowledgment, there must be grave 
doubts whether the methods by which it is hoped to raise the income of Stock 
Exchange members are well chosen. The criticism in this context falls under 
two main headings—the refusal to introduce a greatly simplified method of 
charging commissions, by levying them as a percentage of the consideration 
involved, instead of gearing them, in large measure, to the prices of the 
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securities bought or sold; and the further reduction of the incentive offered 
to business-makers and business-getters outside the House. 

On the first score, the Council acknowledges that it did consider the possi- 
bility of a greatly simplified “‘ percentage ’’ basis for commissions. The 
reasons given for rejecting the idea are as disturbing as the rejection itself. 
They may best be expressed in such phrases as “‘ No other important Stock 
Exchange uses the percentage basis’’. And: ‘“‘ We have had our present 
system in operation for many, many years; our members have become accus- 
tomed to it; it suits us very well’’. Because of this attitude, the whole scale 
of share commissions remains weighted against lower priced shares, and some 
quite fantastic and arbitrary “jumps” in commission charges result. 

It is now generally accepted that the main hope of encouraging share 
ownership among the new savers, actual or potential, is through the share 
of lower nominal value, and hence, generally speaking, of lower price; for, 
however illogical it may be, investors, and particularly small investors, like 
“a lot of shares for their money’. Many companies have recognized this 
(as well as the fact that a widely-spread ownership of its shares can help the 
sale of a company’s products) and have reduced the prices of their shares, 
either through scrip issues or share splits. To the writer's knowledge, it is 
only the Stock Exchange commission rules that prevent several investment 
trust groups from following a similar practice and having their equity stocks 
quoted in, say, 5s. units instead of as stock (which attracts considerably less 
commission charge). It is surely deplorable in this day and age that the 
Stock Exchange should deliberately frame its charges so that they penalize 
the small investor unnecessarily and discourage co-operative investment— 
and then advance its own convenience as justification for its conservatism. 
To the objection that low-priced shares may involve a broker in more work, 
the counter may be made that a percentage basis could still allow for this 
and avoid much of the present complication and illogicality. 

The second detailed criticism of the proposed changes—that they further 
reduce the share of commission that agents can secure—is in fact much more 
than criticism of detail, since it involves a serious questioning of the whole 
conduct of Stock Exchange business in this country. But, to take a point 
of detail first, it is surely dubious policy not to differentiate between what 
have been called the “ post office’’ agencies, and the business-creating and 
business-getting agencies. It is not derogatory to the élearing banks to put 
them in the first category. The clearing banks provide a convenient service 
and security for those of their customers who transact their Stock Exchange 
business through them. For that, they are entitled to their remuneration. 
But as a matter of deliberate policy clearing banks give no investment advice 
to their customers. Their position is quite different from the position of many 
merchant banks and issuing houses. These, with their highly qualified and 
expensive investment and research departments, often responsible for the 
care of investment funds of considerable magnitude, perform a unique and 
valuable service which, it is safe to say, only a minority of Stock Exchange 
firms could provide. To increase commissions is in itself calculated to render 
less profitable and therefore less likely the switching business in which these 
and other institutional investors specialize. That is bad enough. Positively 
to discourage such business-makers by further reduction in their share of 
agency is to make bad worse. 
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So far as agents in general are concerned, it has been known for a long 
while now that a considerable body of opinion in the Stock Exchange dislikes 
the agency system, and considers it undignified and ‘‘ unprofessional’. Such 
an attitude might be justified if the Stock Exchange were willing to put 
something comparable to the agency system in its place; if, for example, 
House firms were permitted to open branches and direct agencies up and 
down the country. To anyone with even a nodding acquaintance with the 
security business in the United States and Canada, the contrast between the 
aggressive, nation-wide service offered there and the insular and apprehensive 
attitude of many brokers in this country is indeed striking. This is not to 
say that the adoption here 7” toto of North American methods would be 
desirable. But, through the agency system, the stockbroker in Britain can 
have the advantage of a branch in every town and village in the country at 
but a fraction of the cost of the establishment of his own branches. The 
dignity of “‘ professionalism ”’ will be dearly bought if it involves driving out 
of business sources of revenue that the existing network of stockbrokers 
cannot hope to develop fruitfully by themselves. When the National Savings 
Movement, building societies and insurance companies have devoted and 
energetic helpers, branches and agents covering the whole of the country, it 
is not enough for the stockbroker to sit in his relatively localized office and 
expect business to come to him of its own volition. 

So much for the detailed criticism of the proposals. The reasoning of 
many stockbrokers on the general case for an increase in their remuneration 
invariably boils down to the proposition that since it costs x shillings to 
handle each bargain, and since that cost has risen y times since commissions 
were last increased, the case for an increase has been automatically made out. 
Such an argument is not peculiar to the Stock Exchange; it—or something 
close to it—crops up in many other walks of life today. In essence, the 
argument assumes an inelastic demand for the services offered, a prescriptive 
right to the status quo, and a world in which other people alone make the 
adjustments. It is an argument that may be tenable where a monopoly 
performing an indispensable service is concerned, although the experience of 
British Railways in recent years, for example, shows that “ monopoly ”’ and 
“indispensable service ’’ need careful definition. It is almost certainly not 
a valid argument for the Stock Exchange to employ. The demand for the 
services of the Stock Exchange is highly elastic. It emanates, at one end of 
the scale, from institutions that have already shown a disturbing propensity 
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to by-pass the House in their security transactions and whose business in 
any case goes to a relative handful of brokers whose main complaint is the 
amount of sur-tax they have to pay. At the other end of the scale are the 
dying race of private investors of substance and the as yet unborn (for the 
Stock Exchange) new generation of small savers. The first of these latter 
classes 1s already tried very sorely by income and capital taxation, and any 
increase in the cost of Stock Exchange dealing must put inertia at a premium. 
(The cost of the average “‘ switch ”’ may easily absorb two years’ net income 
for such investors.) The small saver, as already noted, is already catered for 
by familiar media, offering instalment subscription facilities, easy and cost- 
free withdrawals, and constant reminders of both through widespread adver- 
tisement. In these circumstances, it seems inevitable that higher com- 
missions must, to some extent at least, defeat their own end by still further 
reducing the volume of Stock Exchange transactions. 

There can be little doubt that if natural forces had been left to work 
themselves out, the problem would have been tackled from the other end, 
by a reduction both in the numbers of stockbrokers and in their overheads. 
Indeed, there have been several mergers of well-known firms in recent weeks, 
and it may be that this process will continue despite the increase in com- 
missions. The average Stock Exchange member is, however, very much 
of an individualist, and many resist amalgamations on grounds that, to the 
outsider, seem superficial. In truth, the two main qualifications for a good 
broker—the ability to give sound investment advice and a flair for dealing— 
are essentially individualistic. But there is no earthly reason why both 
should not be as well employed in a big partnership as a small. And the 
real costs in stockbroking arise in neither attribute but in the multiplication 
of identical expenses in a multitude of small offices that, in the nature of 
things, cannot take advantage of mechanized accounting techniques. 

Had the Stock Exchange, in common with other branches of the national 
economic life, gone in for a serious attempt at rationalizing its own costs 
structure, and still found an increase in its charges inevitable, there would be 
little ground for criticizing such an increase. As things stand, however, the 
outside observer (with, incidentally, the best interests of the House at heart) 
inevitably classes the failure to get down to this rationalization with the other 
failures to deal with the problems pressing upon the Stock Exchange. None 
of these problems is really new. In greater or less degree, they have all been 
looming now for the last ten or fifteen years—and have been fully and seriously 
discussed among the membership of the House itself, as well as in the financial 
and economic Press. Yet, so far as the independent observer (and indeed 
most members) can see, no serious attempt has been made to tackle them. 

Only in one direction has the Stock Exchange shown signs of awareness 
of the fact that drastic reforms are necessary in its machinery and structure 
if it is to have any real future in a general economic set-up that is vastly 
different from that which saw Throgmorton Street become the premier bourse 
of the world. In the field of public relations, progress has been made 
within the limits of the meagre budget the House allows for this purpose. 
But in other directions—the matter of jobbers’ capital, rationalization of the 
methods of charging commissions, provision of adequate statistics, revision of 
the Official List, facilities for the small investor, practical and academic 
qualification for membership, and so on—the Stock Exchange appears either 
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to ignore the problems, or to attempt half-heartedly to tackle them, only to 
retreat again later into masterly inactivity. 

One is driven to wonder whether the failure to face such problems boldly 
and resolutely does not spring—in part, at least—from some inherent defect 
in the constitution of the House. The Stock Exchange is well served by its 
Council, the members of which devote much time and energy to their office 
quite voluntarily and without payment, and often with what must seem to 
them very little appreciation from either members or the public. When 
questions of general, outside public interest arise—such as new issue procedure, 
or the dissemination, on equal terms, of information likely to affect prices— 
the Council will act in a completely praiseworthy manner. Where its internal 
affairs are concerned, however, the House can—and does—act in discon- 
certing fashion at its annual elections, rejecting quite ruthlessly and ignomi- 
niously men who for years have striven to serve its interests. Similarly, 
there are members, and particularly younger members, who refuse to stand 
for election to the Council either because of the wide publicity given to the 
results of the election, and because they fear that failure to secure election 
might have adverse effects on their business standing, or because economic 
circumstances make it impossible for them to spare the time involved in 
Council membership. In fine, one is forced to wonder whether the House 
would not be better equipped to make the necessary adjustments if decisions 
and policy-making were concentrated, to a much greater extent, in the hands 
of full-time, salaried and independent president and vice-presidents. And 
that, in itself, is another of the problems that the House refuses to face up to. 
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An Export Bonus Scheme for Britain ? 
By a Correspondent 





Governor of the National Bank of Belgium complained bitterly about the 


>) 


A T the International Monetary Fund’s annual meeting last month, the 


‘dollar retention ’’ and other export bonus schemes that have been 
adopted in Holland, Germany and other European countries. M. Frere pointed 
out that many of Belgium’s exports have recently becn shunted through 
these countries to North America, so that Belgium has lost a substantial 
proportion of what ought to have been its own direct dollar income. Sir 
Arthur Salter, speaking for the United Kingdom, supported M. Frére’s com- 
plaint, and the whole matter is now to be investigated by an I.M.F. Committee. 
There is an evident danger that this problem may go the way of other problems 
that have been investigated by the I.M.F.—for example, the problem of 
premium gold sales. The committee may condemn dollar retention schemes 
and make specific recommendations about them to I.M.F. members. These 
recommendations may be honoured more in the breach than in the observance. 
And a long breathing space may set in, during which those countries that 
have introduced export bonus schemes continue to gain from them, and 
those that have not continue to suffer. 

What attitude should Britain adopt towards this problem? There may 
be a temptation in some official circles to shrug off these schemes as awkward 
and inequitable devices, fit only for foreigners—and not the best of them. 
This attitude is nonsensical. It has always been questionable whether Britain 
can afford to turn its own back on devices that might encourage British mer- 
chants to search diligently for goods that can be sold in dollar markets; and 
it is certain that it cannot afford to ignore schemes in foreign countries that 
encourage foreign merchants to tranship sterling area goods to North America 
and thus earn for themselves dollars that ought to come into the dollar reserve 
in London. The solution that the British Government would undoubtedly 
prefer would be for these foreign schemes to be stopped, but this is a solution 
that seems unlikely to be attained. Even if the I.M.F. makes some motions 
towards trying to stop them—and even if I.M.F. members make some motions 
towards pretending to obey—dollar retention schemes are going to crop up 
in one form or another so long as the dollar shortage persists. If scotched 
in their direct guise, they are likely to spring up again in the guise of barter 
deals or similar hocus-pocus. In these circumstances the best solution— 
unpopular as the idea will undoubtedly be in Whitehall—might be for Britain 
to consider whether it should not initiate some such scheme itself. 

The pattern of export subsidies in Western Europe is now so complex that 
it defies precise definition. In brief, on the fiscal plane, Germany, Italy, France 
and Austria grant some tax rebates to exporters, and each of these countries 
also operates fairly extensive schemes for providing cheap export credits. In 
addition, ‘‘ currency retention ”’ schemes are in operation in Germany, Holland, 
France, Norway, Denmark and Austria. French exporters may retain I2 per 
cent. of their dollar earnings and 10 per cent. of their other foreign currency 
earnings for purposes related to their business—such as buying raw materials 
and meeting marketing costs abroad; in addition—and this is in some respects 
more important—they may retain another 3 per cent. of their dollar earnings. 
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for purchases of any kind of import. Norwegian exporters may retain I0 per 
cent. of their dollar earnings for the import of goods and equipment essential] 
to the furtherance of their dollar export drive, and Danish exporters receive 
‘licence promises’ (for imports from non-dollar countries, including the 
sterling area) equal to 10 per cent. of their dollar earnings. The Austrian 
currency retention scheme applies only to certain specific industries that 
find difficulty in selling their goods abroad. 

The two most important currency retention schemes, however, seem to be 
those in Holland and Germany—and it is these that deserve to be most closely 
studied if the dilemma now facing Britain is to be understood. The Dutch 
started their experiment three years ago, and it is fair to say that even those 
Dutch economists who originally opposed it have been surprised by its success. 
Briefly, Dutch exporters are allowed to retain 10 per cent. of their earnings of 
U.S. or Canadian dollars (or of other fully convertible currencies) and spend 
them without restriction on imports from the dollar area. Since there are a 
large number of United States consumer goods and raw materials that can be 
sold at a premium in European markets, this right of retention has proved a 
valuable one. The Dutch exporters of, say, tulips to the United States are not, 
of course, experts at estimating whether, say, a Cadillac or a shipment of 
American nylons would earn the bigger premium when sold (free of price con- 
trol) in Europe. In practice, therefore, they have sold their free dollars on the 
market and have been able to secure (at a rate that has remained remarkably 
stable since the scheme’s inception) around 6.50 guilders to the dollar, compared 
with the official rate of 3.80 guilders to the dollar. In other words, an exporter 
who earns $100 has to sell $90 of them for 342 guilders to the central bank, but 
can sell Sro of them for 65 guilders on the free market; he thus gets about 
407 guilders in all, equivalent to a premium of some 7 per cent. above the 
official exchange rate of $100 =38o0 guilders. The incentive to dollar exporters 
arising from this premium has been significant, and at one time this year, 
when the premium, and thus the incentive, seemed to be temporarily and 
very slightly flagging, the Netherlands central bank itself is believed to have 
supported the rate—by buying on the free market some of the dollars needed 
for Government imports. 

This incentive scheme has worked so well that Dutch exporters have 
found it worthwhile not merely to sell as many of their own goods to dollar 
markets as they can, but also to re-export goods bought from third countries. 
How far this has been a potent factor in increasing Dutch shunting of sterling 
area commodities 1s a debated point; the Netherlands central bank claims, 
with clear sincerity, that it has kept a close watch on this during the last year, 
under the terms of its gentleman’s agreement with the Bank of England in 
1951. But two countries that quite clearly have suffered from the initiative 
of Dutch merchants have been Germany and Belgium. At the beginning of 
this year some German exporters found it much more profitable to sell goods 
to the United States indirectly via Holland than to sell direct to New York 
—because Dutch merchants were willing to pass on part of the 7 per cent. 
premium on dollar exports that they themselves received. In fact by 
February of this year the German authorities reckoned that 15 per cent. of 
their dollar exports were not bringing in dollars to their central reserve, 
because the exports concerned were being sold through other E.P.U. countries. 
This was particularly annoying to the Germans because—in addition to their 
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extensive tax rebate and cheap credit schemes—they were already operating 
a modified “‘ French style”’ currency retention device of their own. Since 
June, 1951, German exporters of most manufactured goods have been allowed 
to set aside 4 per cent. of their net export earnings for the purchase of essential 
foreign raw materials and auxiliary goods. But, beside the Dutch experiment, 
this was small stuff. 

It was largely for this reason that on April 1 of this year the Germans 
brought in a new and more substantial retention scheme. German exporters 
who sell dollars to the central bank now receive “‘ import rights’ equal to. 
40 per cent. of their dollar earnings. This “import right ’’, to quote the 
monthly review of the Bank Deutscher Lander, is “ valid for three months; 
it can be freely bought and sold. ... On the basis of this import right it is 
possible, without any special application for permission, to import from the 
dollar area certain goods included in a specific list. The process thus amounts 
to a partial liberalization of imports, although it applies only to essential 
imported goods, and these only up to a definite total amount’”’. Unlike 
Holland, Germany does not therefore allow a free-for-all in Cadillacs and 
nylons, but the hunger for dollar goods on the German authorities’ “ specific 
list’ is still sufficient to make trade in them very profitable. On the basis 
of the present open-market price for import rights, the premium to be earned 
on dollar exports is between 4 and 5 per cent., compared with about 7 per 
cent. under the Dutch scheme. It should be added that before this scheme 
came into operation German exporters had started up a quasi-legal incentive 
system of their own, by conducting some of their dollar trade on a barter 
basis. With the introduction of the official scheme this. hole-in-the-corner 
scheme has now been stopped. 


CHOICE BEFORE BRITAIN 

This, then, is the continental example. Should Britain follow it? Two 
sorts of objection have been voiced against any such suggestion—objections 
on the score of inequity and administrative inconvenience, and objections on 
much wider grounds of economic aptness and morality. 

One of the most potent of the first sort of objection centres in the knotty 
problem of defining who the exporter is. Should it be the merchant, or the 
merchant together with the manufacturer, or the manufacturer only? The 
answer that emerges from Dutch and German experience seems to be that 
the direct benefit should be passed solely to the direct exporter—that is, in 
the case of most consumer goods, to the merchant. The task of exploring 
what products can most readily be sold in the dollar market is one that calls 
for special expertise, and it is highly desirable to provide some incentive for 
the practice of it; in any case Dutch and German experience suggests that the 
benefit is passed back to the manufacturer soon enough, for any product 
that is readily saleable in America. 

Another problem that would arise if Britain were to consider such a scheme 
would be whether bonuses should be applied to exports to all areas or merely 
to hard currency areas. In practice, however, a “‘ retention’’ scheme sur- 
mounts this difficulty neatly, for the harder the currency the bigger the 
premium that can be expected from selling it on the free market. If Britain 
were to adopt such a scheme difficulties would arise from the fact that there 
are some British products (including certain specialized capital equipment) 
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that the Government wants to see exported to the sterling area; and export 
earnings from this area would not, of course, secure any premium. There 
are even certain specialized engineering products, capital goods and raw 
materials that are not allowed to be exported from Britain at all, because 
they are needed at home. The position of British concerns that operate 
abroad, and export direct from there, might also raise some difficulties. But 
these arguments about administration and inevitable inequity are really 
beside the point. The introduction of a dollar incentive scheme would not 
harm any of those who had the bad luck to be excluded from it; it would 
merely accord some benefit to those who were included—and presumably 
also to the national economy. 

The benefit to the economy should be the test. There may be weighty 
objections to the introduction of such a scheme that have not been recog- 
nized in this article. An outside observer necessarily cannot take such a full 
view of the problem as the Government could. But there seems little doubt 
that the Government should be prodded now into further examination of the 
question. There will be a grave temptation for Whitehall to say: “ This 
whole problem is now being investigated by the I.M.F., and nothing can be 
done about it until that investigation is complete ’’. This is not an answer, 
but an excuse. Nothing that has been said here is intended to detract from 
the argument that the best way to expand exports is to curb domestic pre- 
emption of them; any special incentive or bonus scheme that was introduced 
would have to be an accompaniment of more internal disinflation, not an 
alternative to it. And nothing, too, has been said to deny that the schemes 
that have spread like wildfire across Europe are the undesirable consequences 
of an undesirable state of affairs—namely, the discriminatory licensing that 
has to be practised against dollar imports—for it is, of course, as a result of 
this discriminatory import licensing that American consumer goods now 
attract a premium when sold (free from all price control) on any European 
market. There is no doubt, too, that dollar retention devices encourage 
commodity shunting and are thus to some extent beggar-my-neighbour 
schemes. but it would be wrong to accept mutely the argument that Britain 
is the neighbour that necessarily and always has to be beggared. 
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Another Battle for the Franc 


PINAY, the Prime Minister of France, has recently celebrated the 

M completion of his first six months of office—a feat of longevity that no 

®political pundit would have been prepared to forecast for him when he 

first came to power. He has had to mark the occasion by launching yet 

another battle of the franc, in a desperate effort to halt the rise in prices and 

taxes and to save the present exchange rate of the currency. ‘“‘ No devalua- 

tion’’ is the battle-cry of the new campaign, which will be watched with 
sympathy—not unmixed with some scepticism—by all France’s neighbours. 

The campaign has a great deal to achieve and many difficulties to overcome. 
The general framework in which it is set was admirably and authoritatively 
reviewed by the group of independent experts that recently reported to 
O.E.E.C. on the internal financial situation of O.E.E.C. members. They 
found, as the tables accompanying this article show, that inflation had pro- 
gressed in France farther and faster than in other West European countries 
—and also than in the United States. Between the second quarter of 1950 
and the first quarter of 1952 the cost of living in Paris rose by 38 per cent.; 
it has fallen slightly in the last few months (by end-June the net rise was 
34 per cent.), but then so has industrial production. Thanks to the sub- 
stantial wage increases granted in the summer and autumn of I95I, wages 
have advanced even faster than prices; hourly industrial wage rates in the 
first quarter of this year were 52 per cent. above their level in April, 1950. 
In consequence, the demand for imports has been stimulated and high costs 
have impeded the export drive. These factors have been ominously reflected 
in the French balance of payments. The external deficit amounted to 
$98 millions in the second half of 1950; it expanded to $242 millions in the 
first half of 1951, and to $500 millions in the second half of 1951. 

Although some of the inflation in France has undoubtedly been wage- 
induced, the main inflationary propellent has been the size of the investment 
programme. Investment and re-equipment have been given first priority 
throughout the post-war years. Immediately after the war this was under- 
standable, for the prime duty of the French authorities was to bring back to 
life a half-moribund and prostrate economy. But the persistence with which 
the investment plan has been pushed forward ever since, regardless of the 
sources from which it was to be financed, must bear a large part of the 
responsibility for the immense damage done to the French currency in the 
past six years. Even to-day the French Government feels that it can accept 
a cut in investment only as a “ last resort ”’. 

The alternative and preferable resort, to which M. Pinay has pinned his 
hopes, is an effort to revive savings; and to canalize such saving as is taking 
place away from its traditional but sterile form of purchases of gold and foreign 
securities into productive domestic investment. This is a psychological and 
technical problem to which the French authorities in general and the present 
government in particular have devoted a great deal of time and ingenuity. 
The attack on the psychological problem offers great difficulties, in view of the 
long established tradition of inflation in France and the defensive reflexes 
and distrust that it has created among the population. 

To meet this distrust and to provide the technical means by which savings 
might be canalized into the hands of the French Government, M. Pinay 
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decided in May of this year to launch a new and ingenious loan. The terms 
of the loan offered subscribers a hedge against any further depreciation of the 
franc by tying the redemption value of the loan to the open market price of 
the gold Napoleon, which, because it is convenient to the small saver, com- 
mands a high premium over the official price of gold. The prospectus 
invited applications in gold as well as in currency, and there is no doubt that 
the French authorities hoped that a sizable amount of gold would in fact be 
shaken out from private hoards into the central reserve. When the loan was 
closed after seven weeks, however, only about Frs. 195 milliards of new money 
(as distinct from the proceeds of conversions of existing loans) had been sub- 
scribed, and of this total about Frs. 15 milliards had come in in the form of gold. 
The total amount of new money brought in was thus only a small fraction of 
the prospective deficit that faced the French Government both on its capital 


TABLE I 
FRENCH PRICES, PRODUCTION AND MONEY SUPPLY 
(Monthly averages: 2nd quarter, 1950 = 100) 

















1950 1951 1952 
4th Ist 2nd 3rd 4th st 
qtr. qtr. qtr. qtr. qtr. qtr. 
Prices : | 
Cost of living* 109 116 119 124 133 | 135 
Hourly rates in industry ; 109 113 121 132 148 } 52 
Unit value of exports 102 108 114 121 125 | 129 
Unit value of imports 109 122 135 136 131 35 
Terms of trade g2 89 86 89 96 96 
Production and Employment : ! 
Industrial production 107 110 114 102 115 | 118 
Employment (excluding agri- 
culture) : 102 102 103 104 105 104 
Total unemploy ment (insured) 
(thousands) - 47.0 55 44.7. 30.9 = 30. | 40.9 
Monetary Statistics :t | 
Total money supply§ 115 114 113 28 129 | 131 
Bank credits§ ‘ 115 109 113 124 143 147 
Bank credits to business§ 106 108 I19 126 149 | 155 


*Family consumption in Paris. 


*+Base: April, 1950 = 100. 
tEnd of period. 





§Values of base in Frs. milliards: Money supply, 2,829; bank credit, 1,689; bank credit 
to business, 1,277. 


and current account, and the gold subscription was a negligible percentage of 
private gold hoards in France. The offer of a loan on such terms is a measure 
of the desperation to which the French finances have been driven. This 
operation must inevitably have helped still further to spoil the market for 
future loans of a more orthodox type, and it is probably more from necessity 
than choice that M. Pinay has decided upon a repetition of the same device. 

If the gold loan does not succeed at its second attempt, the Pinay experi- 
ment is likely to have to be written off as a failure. Apart from the gold 
loan, that experiment has never had any very novel content. Internally it 
has rested largely on a series of political appeals and measures from the 
undoubtedly popular Premier. M. Pinay has recently returned to this dubious 
field of political exhortation, at which he is a pastmaster, with typical zeal. 
He has urged consumers to desist from buying at any price at a time of scarcity 
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and to relearn the good French art of bargaining. He is compelling shops to 
mark clearly the prices at which they buy and those at which they sell their 
goods. He has ordered the prefects in France to exercise their power to achieve 
a reduction of resale profit margins. He has made a further attempt to freeze 
prices Over a large range of consumer goods. This, however, is obviously 
mere tinkering with the problem so long as the excess of demand continues. 
Externally, the Pinay experiment has taken its most vigorous form in the 
restriction of imports; in the course of it, France has beaten a complete retreat 
from the policy of trade liberalization, and every import from other O.E.E.C. 
countries now has to be licensed. These cuts would in any case have had the 
defect of increasing the internal excess of demand over supply, but they have 
also failed even in their primary objective of improving the French balance 
of payments. It is true that imports, which averaged Frs. 134 milliards 
monthly in 1951 and which had risen to Frs. 159 milliards in the first quarter 
of 1952, fell to Frs. 138 milliards in the second quarter in 1952, and were 
down to Frs. 120 milliards in July. Unfortunately, however, the inflation of 
costs and prices in France has simultaneously stifled French exports far more 
effectively than imports have been cut by administrative action. French 


TABLE II 
FRENCH BALANCE OF PAYMENTS 


($ millions) 











1950 195! 
1948 1949 | Jan.- July- Jan.- July- 
June Dec. June Dec.* 
Imports f.o.b. ei 2,510 2,035 958 1,167 1,474 1,730 
Exports f.o.b. + 1,082 1,567 813 1,092 1,304 1,270 
Trade balance .. — 1,428 — 468 — 145 —- 75 — 170 — 460 
Net invisibles oo = 832 —- 55 + 13 - 14 —- 72 — 40 
Total balance .. — 1,156 — 526 — 127 —- 89 — 242 — 500 


*Unofficial figures: estimated by the O.E.E.C. Secretariat. 


exports, which averaged Frs. 123 milliards in 1951, fell to around Frs. 120 
milliards in the first half of this year and to Frs. 106 milliards in July. The 
adverse French balance of trade in the first half of the year thus totalled 
Frs. 329 milliards, compared with Frs. 155 milliards in the first half of 1951. 
The trend is continuing, as may be seen from the monthly E.P.U. clearings. 
After enjoying a surplus of $21 millions in June, France reverted to a small 
deficit in July and that deficit rose to $23 millions in August. 

The reason for this mounting tale of misfortune is not far to seek. Domestic 
inflation has continued, because credit policy has been altogether too soft. 
It is on this score of its “‘ soft ’’ credit policy that France received its severest 
castigation in the O.E.E.C. experts’ report. After describing the various 
factors making for inflation in France—the budget deficit, the excessive 
investment programme, the psychological distrust of the currency—these 
experts pointed out: “‘ We are compelled to add, what is not perhaps so 
universally recognized, that factors of this sort can only operate on a large 
scale where credit is unduly easy ”’. 

The failure of French credit policy is an object lesson in the ineffectiveness 
of direct credit controls compared with classical monetary management. Ever 
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since September, 1948, France has tried to follow the sort of credit policy 
that some people in this country were trying to urge on Britain before the 
increase in Bank rate last November. The French central bank has tried to 
fix the lending ceiling of each commercial bank by quantitative limitation of the 
facilities made available to it. The fatal weakness of any such policy of 
containment of central banking credit within rigid ceilings is that the ceilings 
never are rigid. The global ceiling had been fixed at Frs. 185 mulliards in 
September, 1948; there were constant adjustments throughout 1949 and 
1950, and by October, 1951, the figure had been raised to Frs. 285 milliards, 
Some of the adjustments made in these years were due to complaints by 
certain banks that their quotas were “ unfair ’’ in relation to the total that 
had been allocated. Others were made to allow for the rise in import prices 
following the outbreak of hostilities in Korea. And there were other—and 
ample—excuses that could always be found. Moreover, it was soon dis- 
covered that the ceilings could be breached by technical means. For adminis- 
trative reasons the ceilings could apply only to end-month figures, and, 
thanks to window dressing, these end-month figures came to bear very little 
relation to the inflated levels to which the Bank of France’s facilities were 
pushed in mid-month. When the mid-month inflation became too great to 








TABLE III 
COMPARATIVE MOVEMENT IN PRICES AND WAGES 

Jan.-June, 1951 July-Dec., 1951 First Months, 1952* 

Cost of Cost of Cost of 

Living Wages Living Wages Living Wages 
U.S.A. oe ” 100 100 100 100 100 100 
) on ce é 95 96 IOI 99 105 100 
France ‘e es 106 109g I14 227 122 136 
Belgium ns ae 100 IOI IOI 103 IOI 104 
Germany 7 ie 95 106 98 108 100 — 


*Average of monthly indices so far available. 


be corrected by window dressing, the Bank of France had to come to the help 
of the commercial banks by open market operations—thus undoing with one 
hand what it was trying to do with the other. 

In October of last year some of these shortcomings were recognized, and 
the authorities launched a new programme of credit restriction. The official 
discount rate of the Bank of France was raised, first from 2} to 3 per cent., 
and then in November to 4 percent. This partial return to orthodox weapons 
was, however, accompanied by more tinkering with the mechanism of direct 
control and more reliance on exhortation. The Governor of the Bank of 
France issued new instructions to the banks, enjoining on them the urgent 
need to grant credit only for those transactions that serve the national interest. 
An attempt was made to close loopholes in the previous system for qualitative 
control, so that all bank credits or loans of Frs. 500 millions or over would 
thenceforth have to receive authorization from the Bank of France. Simul- 
taneously the ceiling of credit facilities provided by the central bank for all 
commercial banks was raised to Frs. 500 milliards, but it was stressed that 
this ceiling would be “ex principe infranchissable’”’. How impassable is a 
limit “in principle ’’ is a moot point. Certainly the measures of last autumn 
have had very little effect so far. The private discounts and advances of the 
central bank, which amounted to Frs. 643 milliards on August 30, 1951, had 
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risen to Frs. 883 milliards by the end of August this year. The advances to 
the State had admittedly fallen in the same period, from Frs. 789 milliards 
to Frs. 698 milliards, but, against this, the central bank’s holding of medium- 
term bonds had risen from Frs. 72 milliards to Frs. 236 milliards. The main 
counterpart of this expansion in assets was a rise in the note circulation which 
was Frs. 1,754 milliards a year ago but has recently passed the Frs. 2,000 
milliards milestone for the first time in history. . 

This, then, is the sad story of France’s experiment in direct control of 
credit. It is a story of failure due to the clumsy weapons used and not due to 
deliberate lack of intent. The last annual report of the Conseil National 
du Credit issued an unexceptionable reply to those who have argued that 
if credit was unduly tightened it would cause an inadequacy of monetary 
circulation and thus might lead to unemployment and loss of production. 
“Tt should be obvious,” stated the report, “ that in circumstances of full 
employment the growth of production depends on the possibility to increase 
capital equipment, supplies of power and of raw materials. These are limited 
by factors quite other than the volume of credit... . The comparatively 
small size of the monetary circulation is due to the fact that in periods of 
acute inflation and of suspicion of the currency, individuals and companies 
alike keep to a minimum the assets they maintain in cash. On the other hand, 
those who use credit find it profitable in these circumstances to increase their 
debts so as to finance capital development and increase their stocks of 
materials. This explains the constantly increasing recourse to bank loans 
which during the past year (1951) rose by 40 per cent., of which 15 per cent. 
occurred in the last quarter. By the end of 1951 bank loans in France were 
40 times their pre-war volume. The expansion in these loans, the smaller 
increase in the monetary circulation, and the exhaustion of the exchange 
reserves are three aspects of the same problem—the degradation of the 
national currency. This degradation is the result of many factors; but it 
can only be stopped by strict discipline, the need for which is understood and 
which is conscientiously supported. Of all the facets of this discipline, the 
most necessary and the most effective is the control of credit ”’. 

Unhappily the Conseil has now the wrong sorts of weapon with which to 
enforce this injunction. Unless this situation is remedied, it seems that there 
can be only one escape—and a temporary one at that—from the economic 
problem now looming before France. That escape lies through yet another 
devaluation of the franc. In the O.E.E.C. report to which reference has 
already been made, the independent experts drew attention to “rates of 
exchange which have been rendered inappropriate by inflation or other adverse 
movements ’’. ‘‘ We touch here’’, they added, ‘“‘on a matter of extreme 
delicacy and we have no intention of adding to the embarrassments of the 
governments concerned. But we think that it is clear from the general 
statistical information that in certain countries price structures are now so 
inappropriate to present rates of exchange that it would be unwise to expect 
the situation to be righted by internal financial policy alone. Where such 
situations exist, we believe that they should be rectified by appropriate action 
within the rules of procedure of the International Monetary Fund’. The 
experts therefore mentioned no names, but their eloquent silence could hardly 
have pointed ina more direct manner to the long suffering—and insufficiently 
buttressed—franc. 
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The Colonies and the Sterling Area 


HE British colonies in the sterling area—or “‘ dependent overseas terri- 
"| tories ’, as they are more accurately and politely called—are not a 

homogeneous group; but the relationship of each of them to the rest of 
the sterling area is quite distinct from that of the other members. This 
distinctive relationship_is in itself sufficient to require a special scrutiny of 
their trade in the light of the issues to be debated at the forthcoming Com- 
monwealth economic conference. The part they are playing and can play in 
the short-term fight for solvency is a vital one; and, in the context of the 
longer-term problems of the whole area (to which, according to Mr. Butler, 
the conference is to devote its main attention) their relationship to the other 
members of the area raises peculiar problems. As greater freedom of decision 
in matters of trade and finance comes to devolve upon colonial governments 
_it may be found that they will sometimes take decisions that Whitehall would 
have preferred otherwise. Partly on this account, but mainly because the 
long-run stability of the sterling system cannot be assured if stresses are 
allowed to arise within it, it is necessary to ensure that for the colonies, as 
for other members, the obligations it imposes on members are commensurate 
with the advantages it provides for them. 

The importance of the colonies to the whole sterling area can be assessed 
from the fact that in 1950 and 1951 they contributed some 30 per cent. of the 
sterling area’s visible exports to the dollar area but accounted for only about 
6 per cent. of the area’s dollar imports; they also contributed about a quarter 
of the whole sterling area’s exports to O.E.E.C. countries in these years, while 
their share in the area’s imports from these countries was only about one- 
sixth. As these figures indicate, the colonies, as a group, ran considerable 
visible surpluses with the dollar area and with Western Europe. Their key 
position in the area’s accounts during the last two years is further emphasized 
by the fact that, whereas the other overseas sterling countries increased their 
imports from these areas very substantially in response to their higher export 
earnings, so that much of the gain to the central reserves resulting from the 
post-Korea commodity boom was wiped out later in 1951, the imports of the 
colonies remained relatively steady. Moreover, their net earnings from trade 
with the dollar area were relatively well maintained in the first half of 1952, 
and their surplus with O.E.E.C. countries was then actually larger than in the 
first half of 1951, when the post-Korea boom was at its height. 

The colonies as a group have generally also had a visible surplus with the 
rest of the sterling area, despite their tendency to run deficits with neigh- 
bouring countries in their own continents. Details of the colonies’ trade with 
these areas are not yet available for the first half of 1952; but it may be noted 
that the United Kingdom’s visible deficit with the colonies was larger in the first 
half of this year than in either half of 1951; with the independent sterling 
countries the opposite tendency obtained—the United Kingdom’s surplus ran 
at a higher rate in the first half of this year than that for 1951 as a whole and 
contrasted with a deficit in the first half of 1951 (see Table I). 

The presumption is, therefore, that the trade surplus of the colonies, 
which was high in 1950 and 1951, has continued at a similar (or even a higher) 
level into 1952. Published data on the invisible items are not available, but 
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it is evident that part of this trade surplus was required to offset the con- 
siderable invisible deficits incurred by many of the colonies. A trade surplus 
was usual for the colonies in the immediately pre-war years also, but their 
invisible deficits are probably much less now than in pre-war days (certainly 
in real terms). Against the considerable annual payments by the colonies in 
the form of dividends and other current remittances overseas must be set their 
earnings from entrep6t trade, tourist trade and income from military and 
naval bases (including those of the United States in the West Indies). 
Hence the accounts of the colonies taken as a group have probably shown 
an overall surplus during most of the years since 1945. This is indicated b 
the interrupted rise in their sterling balances; between the end of 1945 
and the end of 1951 these balances rose by £517 millions; of this increase 
{171 millions occurred during 1950 and £210 millions in 1951, and during 
each of these years the visible trade surpluses of the colonies amounted to 
some £150 millions. Changes in these sterling balances naturally reflect 
capital movements as well as current account balances, but the steady upward 


TABLE I 
UNITED KINGDOM’S TRADE BALANCE WITH THE OVERSEAS 
STERLING AREA 


(£ millions) 
Monthly Averages 


With Rest 
With of Overseas 
Colonies Sterling Area 
1951—Year.. - a ‘i — 16.88 + 11.02 
First half a - as — 17.09 — 3.06 
Second half... - ss — 16.77 + 25.11 
1952—First half a ‘“ -»  — 17.62 + 14.32 


trend contrasts markedly with the movement in the sterling balances of the 
independent overseas sterling countries, which fell between the end of 1945 
and the end of 1951 by £182 millions, despite the big outflow of capital to them 
from the United Kingdom during that period. 

It is difficult to escape the conclusion that the other sterling countries 
have been provided with some check to their own inflation—and with aid in 
softening the impact of their import cuts this year—by the fact that the 
colonies were exporting more than they were importing. 


THE INDIVIDUAL TERRITORIES 


Conclusions based upon the experience of the colonies as a whole are not, 
however, any reliable guide to the problems that they present separately. 
In the coming sterling area discussions, since the United Kingdom Government 
is responsible for the interests of each individual colony, it is necessary for 
its representatives to bear in mind the needs of many widely varying countries. 
In this article only a few of the larger colonies can be considered separately, 
but their positions should serve to illustrate the main problems involved. 

Malaya, as the largest source of dollars for the sterling area, deserves to 
be considered first. In recent years her dollar exports have in fact been of 
the same order as those of the United Kingdom or of India and Pakistan 
(taken together). But the fact that her dollar expenditures are relatively 
small has made her by far the largest net contributor to the dollar pool of 
all the sterling countries. Dollar earnings from rubber and tin are, however, 
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notoriously variable, so that it is unlikely that she will contribute so high a 
proportion of the area’s dollars over good and bad years as she has done in 
the very favourable years since 1945. With the non-dollar world, and especially 
with the sterling area, Malaya has normally run a deficit in the post-war years. 
Indeed, except in 1950 and 1951, she showed a deficit on her overall trade: 
and her sterling balances, despite capital inflows, were steady or falling from 
the end of the war until 1949. During 1950 and 1951 these balances rose by 
only about half the value of Malaya’s trade surpluses—to {250 millions (see 
Table IT). 

In the West African colonies the trade pattern was similar to that of 
Malaya in that they, too, ran large dollar surpluses in the post-war years. 
But these dollar surpluses were not offset by deficits on non-dollar trade to 
anything like the same extent as were Malaya’s. As a result, West Africa 
has run a surplus on visible trade (and generally, it seems, also on current 
account payments as a whole) throughout the post-war years; consequently, 
her sterling balances have shown a steadily rising trend, reaching £330 millions 


TABLE II 
TRADE SURPLUSES AND CHANGES IN STERLING ASSETS OF THE 
COLONIES, 1949-51 
(£ millions) 























Malaya West Africa | East Africa | Hong Kong Other 
| | 
Change Change | Change | Change Change 
Year Trade in Trade in | Trade in | Trade in Trade in 
Balance Assets} Balance Assets | Balance Assets | | Balance Assets |} Balance Assets 
1949 .. — I5 Nil +28 +2 —19 + 5 —27 —10 —25 +10 
1950 .. +128 +60 +58 +65 | + 3 +-30 | - 5 be + 8 -10 
I9Q5I .. +153 +85 +73 75 | +10 +25 | —27 20 +7 + 30 
Sterling Assets | | 
at end-195!1 250 330 | 165 | [15 225 











Sources : Annual Reports on Colonial Territories, Digest of Colonial Statistics. 
NoTE.—tThe figures for sterling assets are predominantly sterling balances held in London, 
but small amounts of dominion and colonial securities are held by certain colonies. 


at the end of 1951. In 1950 and 1951 the increases were particularly large, 
amounting to £55 millions and £75 millions respectively—figures that closely 
approximate to the amounts of the visible trade surpluses. 

The East African colonies, taken as a group, have shown a small deficit 
on their visible trade during the post-war years. From their visible dollar 
trade it seems that, over the years 1947-51, they probably contributed about 
as much to the dollar pool as they drew out of it; deficits in the earlier post- 
war years were balanced by surpluses in later ones. Further analysis of these 
figures shows that Uganda ran a substantial visible surplus on both total and 
dollar trade over the years 1949-51, whereas the other East African colonies, 
taken together, ran a deficit (Tanganyika alone had a small surplus). It 1s 
noteworthy that Uganda, like West Africa, has marketing boards that with- 
hold from producers part of the export proceeds of good years as a reserve 
against unfavourable years. Uganda’s trade surplus was, indeed, the more 
striking in that it represented an even greater proportion of exports (50 per 
cent. in 1949-51) than did West Africa’s (about 30 per cent.). The conse- 
quence of the marketing boards’ operations is to reduce the particular colonies 
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effective demand for imports in good times, so that an especially large trade 
surplus results. After remaining fairly steady from 1945 to 1949, East Africa’s 
sterling balances rose by £30 millions in 1950 and by £45 millions in 1951, to 
{165 millions. 

Northern Rhodesia has also had a visible surplus on both total and dollar 
trade in recent years. This colony is the only one for which official data are 
published about invisible payments; the estimates are not available for the 
very favourable years 1950 and 1951, but in each of the earlier post-war 
years there was an invisible deficit sufficient to offset the trade surplus. 
Figures for Northern Rhodesia’s sterling balances are not available. Remit- 
tances from the profits of mining companies constitute an especially large 
item in Northern Rhodesia’s invisible accounts, so that it is dangerous to use 
her detailed figures as any close guide to the experience of colonies for which 
no invisible estimates are published. Nevertheless, it seems likely that a 
substantial part of the trade surpluses of many colonies would also be offset 
by invisible deficits—although, in the very favourable years 1950 and 1951, 
the West African colonies and Uganda (as well as Northern Rhodesia) almost 
certainly had very large surpluses on their current payments as a whole. 

Of the larger groups of trading colonies there remains the West Indies. 
These colonies taken as a group (though the patterns of trade of different 
islands vary consicerably) differ from those so far considered in that they 
have shown persistent deficits in both their total and their dollar trade in the 
post-war years (except for a small visible dollar surplus in 1951). But this 
experience must be viewed in the light of their proximity to the dollar area; 
a switch from dollar to sterling sources of imports might be expected to 
present greater hardships (by way of increased freight costs) to these territories 
than to most other parts of the sterling area. Moreover, invisible dollar 
earnings play an important part in the accounts of the West Indies. It 
should not be taken for granted that the group as a whole has imposed any 
great strain—or, indeed, any strain at all—upon the dollar pool. The West 
Indian group differs from other colonies in that its invisible dollar trans- 
actions are not a negligible proportion of its total dollar trade. 

Figures for the West Indies’ sterling balances are not published separately, 
but it should be noted that those of the group shown in Table II as a residual 
(in which the West Indies are the largest constituents) were fairly stable until 
the end of 1948, rose slightly in the two succeeding years, and then rose 
considerably during 1951 to £225 millions. 


THE COLONIES’ INTERNATIONAL RESERVES - 
The sterling balances of the colonies constitute almost the whole of their 


* international reserves (though some of them hold small amounts of dominion 


and colonial securities). A substantial part of these reserves is required as 
legal cover for the issues of notes and other currency by the colonial currency 
boards; these issues constitute the bulk of the money supply in the colonies. 
In spite of the growing importance of bank lending in many colonies, it remains 
true that the 100 per cent. reserve requirement upon which the currency 
boards operate (whereby currency issued in the colonies must be backed by 
Sterling securities equivalent to at least its full nominal value) makes it 
necessary for a colony to achieve a surplus on its balance of payments 
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domestic money.* This position contrasts sharply with that which prevails 
in the independent member countries of the sterling area, in none of which 
is there any longer (since the Acts of 1950 in New Zealand and 1952 in Burma) 
any statutory requirement about the proportion or amount of international 
reserves that must be held against domestic currency. This means that in the 
colonial territories there exists one effective brake upon the expansion of the 
domestic money supply that is not present in the other sterling countries; 
for in the colonies (where, moreover, legal tender money is a relatively much 
more important part of the total money supply than elsewhere) these legal 
provisions prevent a multiple expansion of the currency and therefore check 
any secondary expansion of domestic demand based upon increased export 
earnings. 

Partly as a consequence of this, there seems to be a tendency, at times 
of high earnings from exports of primary produce, for the independent sterling 
countries to absorb imports at a much faster rate than the colonies, so that 
the strain they impose upon the resources and reserves of the sterling area 


TABLE III 
THE INTERNATIONAL RESERVES OF CERTAIN OVERSEAS STERLING COUNTRIES 
AS A PERCENTAGE OF THEIR IMPORTS IN THE CORRESPONDING YEAR 


(Percentages) 
Dec. 31, Dec. 31, Dec. 31, 

Country 1949 1950 I95I 

West Africa _ és ~ - 183 220 207 
East Africa wa 7 nt - 141 196 159 
Burma wi va i - va 150 134 117 
Iraq - we - - “a 87 112 117 
Pakistan .. _ ¥% ae “a 120 110 IIO 
India - aa a a ” 150 173 107 
Ceylon - - gI 92 102 
v Colonies not elsew here specified... ‘2 79 71 64 
Australia .. wi ; - ws 74 97 63 
New Zealand - - 69 57 52 
Malaya (including Singapore and Borneo) 49 43 40 
Hong Kong ’ 41 40 38 


Sources : J.M.F. F inancial Statistics, ‘Annual Reports on the Colonial Territories. 
Note.—tThe end-year figures for Australia and New Zealand show seasonally low reserves; 
they therefore underestimate the strength of their reserve position. 


rises much faster than that from colonies enjoying a comparable rise in export 
earnings. The big rise in export earnings during and after the post-Korea 
boom soon led to an even greater increase in imports by the dominions, and 
to a consequent fall in their sterling balances to, or below, their pre-Korea 
level. The colonies in the same period earned huge export surpluses—and 
their sterling balances rose by leaps and bounds. 

Since the purpose of accumulating a reserve in good times is to permit 
the financing of imports on something like their former scale in the event of 
a fall in export earnings, it is appropriate to examine the relationship between 
the international reserves and the annual imports of the several groups of 
colonies—and to compare it with the similar relationships between the reserves 
and 1951 imports of certain independent sterling countries. At the end of 
1951, as Table III shows, West Africa’s international reserves amounted to 
about twice, and those of East Africa to about one and a half times, the 








*For a full discussion of the principles and mechanics of these systems, see the series of 
articles on ‘‘ The Monetary Systems of the Colonies ”’ that appeared in THE BANKER in 1948-49. 
These articles have been revised and reprinted in booklet form (price 3s. 6d.). 
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1951 import bill: both these groups of colonies had increased the relative 
strength of their international reserves since the end of 1949. The accumu- 
lated reserves of Malaya and her neighbouring territories, of Hong Kong and 
of the residual group of colonies amounted in each case to only about half 
the 1951 imports. But comparisons of these proportions may be misleading, 
since a large part of the trade of many of these groups of colonies is entrepét 
trade, so that a fall in their exports would normally be more or less paralleled 
by a fall in their imports; their need for reserves to finance imports in bad 
times would, therefore, ideally be measured by that part of their imports that 
is consumed internally. Table III shows that the level of the reserves of these 
sroups of colonies, relative to their total imports, was rather lower at the end 
of 1951 than at the end of 1949—1in contrast to the experience of West and 
East Africa. 

The reserves of the independent overseas sterling countries, apart from 
Ceylon and Iraq, also fell relative to their imports over the period 1949-51, 
and these falls were relatively larger than for those colonies whose balances 
suffered a decline in strength. The international reserves of Australia and 
New Zealand were at the end of 1951 sufficient to pay for about half a year’s 
imports at the high rate of 1951; for the other independent sterling countries 
they were roughly equivalent to a full year’s supply of imports. In view of 
the basic similarities between the export trade of the dependent and inde- 
pendent overseas sterling countries—that is, in view of the fact that the export 
earnings of each member mainly derive from one or a few commodities—the 
contrast in their reserve positions in 1950-51 is striking, especially as between 
the West and East African colonies on the one hand and the rest of the 
overseas sterling countries (dependent and independent) on the other. 

It may be argued that those member countries whose export earnings are 
exposed to particular risks should run especially large surpluses in good times 
in order to build up the reserves they need against bad years. The large 
increases in Malaya’s reserves during 1950 and 1951 can probably be justified 
on such grounds. But it is difficult to argue that West Africa’s export 
earnings were so much less secure than those of other sterling countries as to 
justify the building up of international reserves on a scale relatively much 
larger than in any other sterling country. Admittedly, West Africa’s dollar 
earnings are dependent mainly upon cocoa, for which world demand (and 
that of America, in particular) is liable to considerable cyclical fluctuations. 
But this is no less true of many other sterling primary exports. And West 
Africa’s trade is more diversified than that of many other colonies. But 
even if, by comparison with the reserves of other sterling countries, West 
Africa’s international reserves at the end of 1951 seem to have been unduly 
high, the experience of the last two years seems to indicate that several inde- 
pendent sterling countries would do well to pursue policies enabling them to 
build up their international reserves to something nearer the strength shown, 
relatively, by the African colonies. 

The main reason, as already indicated, for the large accumulation of sterling 
balances by West Africa has been the allocation of a large part of her export 
proceeds to the reserves of the marketing boards, so that the prices paid to 
producers subsequently need not fall so far as they would otherwise do 
when world demand sags. Whether the policies actually pursued by the 
boards are likely to stabilize the incomes of producers is a complex question 
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that cannot be debated here, but it may be noted that the other argument 
advanced in their favour is that they help to reduce the inflation of incomes 
in periods of high export earnings. It is this sterilization of export earnings 
in good times, and the consequent holding-down of imports (since the addi- 
tional incomes that would have been spent upon imports are not created) 
that causes the building-up of these colonies’ international reserves (as well 
as the central reserves of the sterling area). The extent of these effects is 
therefore a secondary consequence of a policy aimed at other objectives, and 
there is no reason to believe that those policies that might secure the ideal 
degree of stabilization of the incomes of producers or of the prices paid to 
them would also secure the ideal flow of imports to the colony over good and 
bad years. 





CONCLUSIONS FOR STERLING AREA POLICY 

In general, the colonies have during the post-war years played an invaluable 
part in the economy of the whole sterling area—by reason of the trade sur- 
pluses they have run (as a group) and the substantial net contributions of 
dollars they have made. Their position contrasts sharply with that of the 
other overseas sterling countries, who, as a group, have over the period had 
deficits on their balances of payments and have been substantial net drawers 
upon the dollar pool. But it is clear that, within the wide and varied group 
labelled “‘colonies’’, the key contributions to the viability of the sterling area 
have been made by West and East Africa and Malaya. This fact is partly 
reflected in the sterling balances built up by these colonies. But it is apparent 
that the real worth of the net dollar contributions made by a country to the 
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central reserves is underestimated by the sterling balances given in exchange 
for the dollars (converted at the prevailing exchange-rates) ; or, to look at the 
matter another way, a given limitation of dollar imports represents a greater 
sacrifice for a country that could have afforded to buy more dollar goods out 
of its current earnings than for one that habitually earned less dollars than 
it spent. An additional loss to net dollar-earners is, of course, sustained if a 
devaluation of sterling occurs after their net dollar earnings have been 
exchanged for sterling. _ 
— One general question raised by these considerations is whether it is desir- 
' able that underdeveloped countries such as the colonies should run surpluses, 
instead of being net importers of capital for their further development. Some 
of the estimates given in the recent Paley Report on future United States 
demand for raw materials suggest that there should be little doubt about the 
dollar-earning possibilities of many of the colonies. United States imports of 
copper and lead were there expected to rise by 130 per cent. and 120 per cent. 
respectively over the next twenty-five years: the sterling colony most affected 
by the especially favourable outlook for these minerals is Northern Rhodesia. 
Cobalt, of which American consumption is expected to rise by 340 per cent. 
over the period, is important for Uganda; whilst manganese (50 per cent. 
rise in United States consumption) is important for the Gold Coast, which, 
according to the report, produces about one-fifth of the free world’s supplies. 
The report expects a decline in United States imports of rubber and tin, but 
a big increase in the demand for them outside the United States. The clear 
implication.is that Malaya (assuming that natural rubber will remain on com- 
petitive terms with the synthetic product) will have to look increasingly 
towards non-dollar markets. - 
There seem, therefore, to be sound economic, as well as wider, reasons for 
securing for the colonies a flow of the goods they require for their develop- 
ment as well as the means to finance it. In exceptional years such as 1950 
and 1951 it may be justifiable for the colonies to be, in effect, net lenders to 
the rest of the sterling area, but during the phase of the development of their 
resources it is clearly appropriate that the colonies should normally run 
deficits financed by loans and grants from the richer sterling countries, 
especially the United Kingdom. In this context, too, it is well to bear in 
mind the peculiar effects of their monetary systems (reinforced by the action 
of marketing boards in certain cases) in handicapping “them in the race for 
goods during a phase of inflation. Their resultant accumulation of sterling 
balances may help them to maintain a flow of imports when export values 
are falling; but the real value of these balances is liable to fall in course of 
time, and it may be that, instead of accumulating a substantial part of them, 
the colonies would have done better to import a larger volume of goods. _ 
The vital part played by certain colonies’ net earnings from the dollar area 
has been emphasized above. If these dollars are still to be earned for the dollar 
pool as the colonies concerned obtain greater independence of decision in their 
import policy, it will be necessary for the other sterling countries to make every 
effort to supply them with the goods they need at competitive prices. The 
colonies themselves cannot pursue monetary policies of their own choosing; it 
is therefore necessary that the other sterling countries, which can choose their 
own monetary and fiscal policies, should so manage them as to restrain the 
inflation in their economies, and, in the international sphere, to make it possible 
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for the area’s reserves to be raised to a point where the net dollar earners will 
be able to choose quite freely—or at least with much greater freedom than at 
present—the source of their imports, and the dollar deficit colonies (especially 
those with close geographical and other links with North America) will be 
able to purchase dollar goods with as much of their earnings from the sterling 
countries as they may wish. It seems necessary to emphasize this point at a 
time when the discussion and energies of the sterling countries are devoted 
mainly to producing for non-sterling markets. Sterling exporters cannot 
count on retaining indefinitely even their sterling markets unless they give 
special consideration to their needs. 

Naturally, these issues of trade and of balances of payments cannot be 
seen in perspective except against the background of the many wider con- 
siderations arising from the complex of political and economic links between 
the colonies and the United Kingdom. In particular, they must be related 
to such evident facilities as the flow of loans and grants to the colonies and 
the technical assistance and defence services accorded to them. These 
benefits, and other less tangible ones, from membership of the sterling area 
or the Commonwealth are not likely to be neglected by the governments and 
responsible opinion in the colonies. But the knowledge that the dependent 
territories of the sterling area are, like the other members in varying degrees, 
benefiting in such ways from membership, should not be allowed to obscure 
the especially important part that the colonies, and some of them in particular, 
are playing and can play in future in restoring the economic strength of the 
area as a whole. 





Rights of Tenant-for-Life and 
Remainderman 


By Spencer G. Maurice 


HERE a testator settles residuary personalty in trust for persons in 
\ \ succession, equity seeks to hold the balance between tenant-for-life and 
remainderman by apportioning between them—or, in other words, 
between income and capital—the burden of debts and legacies payable out 
of the estate. But the application of this rule can be avoided if the testator, in 
making his will, expressly excludes it. The significant feature of a recent 
case, In ve Ullswater, Barclays Bank Limited v. Lowther and Another (1952), 
Ch. 105, lies in its indication of some of the traps to be avoided by the 
draughtsman of the will if this exclusion is to be effectively achieved. 

The rule itself is found in Allhusen v. Wiuttell (1867), L.R. 4 Eq. 295, 
modified by In re Mckuen, McEuen v. Phelps [1913], 2 Ch. 704, and In re 
Wills, Wills v. Hamilton [1915], 1 Ch. 769. As laid down by Sir William 
Page Wood, V.-C., in the first of these cases, it is that a personal representative 
is entitled to pay sums due from the estate in any way he chooses, but he 
must adjust the rights of tenant-for-life and remainderman so that the 
liabilities are treated as having been paid, not solely out of income, or solely 
out of capital, but partly out of income and partly out of capital. For this 





ut 


ly 
his 








—_——_ 


TENANT-FOR-LIFE AND REMAINDERMAN 235 


——_—>——— 





purpose the liabilities have to be apportioned by first ascertaining what portion 
of the estate, with the income of that portion, would be required to pay them 
—and in this original statement of the rule income was to be computed for a 
period of one year from the death of the testator. The liabilities are then 
considered to have been paid partly out of this capital sum and partly out of 
the income arising from it. 

But this statement of the rule presupposed the extremely unlikely eventu- 
ality that the liabilities would be discharged exactly one year from the date 
of death. In In re McEuen and In re Wills the rule was modified to fit the 
facts of practice—that the liabilities will be met either before or after one 
year from the testator’s death and on various dates. In In re McEuen the 
liabilities were discharged before a year was out, and Sargant, J., held that 
the proper manner of apportioning them between tenant-for-life and remainder- 
man was to calculate in each case what portion of the estate with the income 
thereon from the death of the testator until the date on which the particular 
liability was actually met was sufficient for its discharge. He made clear, 
however, that this precise method of adjustment might not always be appro- 
priate, and that extremely elaborate and minute calculations need not be 
gone through in every case—“ the actual accountancy will not be difficult so 
long as the true objective is borne in mind” ([1913], 2 Ch. 717). In Iu re 
Wills the liabilities were not discharged till a long time after the expiration 
of one year from the death of the testator, and Sargant, J., applied exactly 
the same principle as he had applied in In re McEuen, holding that the income 
should be calculated from the date of death to the date of payment. Hence 
the original rule in Allhusen v. Whittell is modified so that it is now this: the 
apportionment is to be made by ascertaining what sum, with interest from 
the date of death to the date of payment, is necessary to discharge each debt 
or other liability, a separate apportionment being made in each case. 

The rate of interest to be used when calculating the income should be 
the rate of interest earned by the whole estate during the period in question. 
Hence, in [nu ve Wills, where a period of several years was involved, the rate 
of interest was determined as the average rate earned by the estate in each 
year after the testator’s death. In In re McEuen the parties agreed between 
themselves that the rate of interest earned should be taken as 4 per cent., and 
it is, of course, always open to the parties to make an agreement between 
themselves with a view to simplifying the necessary calculations. It should 
be emphasized that the income to be considered is the net income, that is, 
the income after deduction of income tax, so that the rate is the net rate 
(In re Oldham, Oldham v. Myles [1927], W.N. 113). 

If the testator expressly excludes from the administration of his estate the 
operation of the rule in Allhusen v. Whittell, debts (including estate duty) and 
legacies are payable out of the capital and any interest due upon them is 
payable out of the income of the estate. This principle is to be found in 
Barnes v. Bond (1863), 32 Beav. 653, where Sir John Romilly, M.R., said 
(at pp. 653-54): ‘‘ The interest of every debt which carries interest must be 
kept down out of income, and the tenant for life must be put in the same 
situation as if the debts had been paid the day after the testator’s death ”’. 
If, therefore, the income of the estate exceeds the interest payable on the 
debts and legacies it is to the advantage of the tenant for life that the rule 
In Allhusen v. Whittell should be excluded. Conversely, if the interest payable 
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exceeds the income it is to the advantage of the remainderman that the rule 
should be excluded. A simple example will make this clear: 


The testator’s total assets amount to £30,000 and the liabilities payable at 
the end of one year amount to £10,000, bearing interest at 4 per cent. 

(1) If the rule is excluded, then: 

{10,000 is charged to capital. 
£400 (4 per cent. on £10,000) is charged to income, irrespective of what 
the actual income of the estate may be. 

(2) Ifthe rule applies, the liabilities together with the interest thereon are appor- 
tioned, so that it is necessary to find what sum will be required to produce 
£10,400 in one year at the rate per cent. actually earned by the estate. So: 

(a) If the estate earns 3 per cent. interest (i.e. £900) during the year, 
then: 
100 x 10,400 





= {10,097 Is. gd. is charged to capital 
103 

and the interest 

at 3 per cent. thereon = {£302 18s. 3d. is charged to income. 





£10,400 Os. Od. 





(b) If the estate earns 5 per cent. interest (i.e. £1,500) during the year, 
then: 
100 X 10,400 
= {9,904 15s. 3d. is charged to capital 





105 
and the interest 
at 5 per cent. thereon = {495 4s. gd. is charged to income. 





£10,400 os. od. 





In this example it is assumed, for the sake of simplicity, that all the liabilities 
bear interest at 4 per cent., whereas in practice they will generally bear interest 
at various rates, or bear no interest at all. The actual rate of interest payable 
in respect of a debt, legacy or other liability does not affect the basis of calcula- 
tion: the sum to be apportioned is the total amount due, and it does not 
matter what part of that total liability represents accrued interest. 

In the recent Ullswater case, the income of the testator’s residuary estate 
was low, and it was accordingly to the advantage of the remainderman to 
show that the testator’s will excluded the application of the rule in Allhusen 
v. Whittell, so that the principle in Barnes v. Bond should be applied. The 
testator devised and bequeathed his estate to his executor and trustee on 
trust for sale and conversion, with power to postpone sale, and went on to 
provide as follows: ‘‘ I direct that the income of such of the same premises 
as for the time being shall remain unsold shall as well during the first year 
after my death as afterwards be applied as if the same were income arising 
from investments hereinafter directed to be made of the proceeds of sale 
thereof. ’” It was those ‘“‘common form” words that, according to 
counsel for the remainderman, excluded the rule in Allhusen v. Whittell. The 
testator then provided that no reversionary or other property not actually 
producing income should be treated as doing so for the purposes of his will. 
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To appreciate the discussion of these directions, it is necessary to realize 
that another way in which equity seeks to hold the balance between tenant- 
for-life and remainderman is by assuming (when no contrary intention is to 
be found in the will) that where the testator leaves a residuary bequest of 
personal estate to be enjoyed by several persons in succession, it is his inten- 
tion that each of those persons should enjoy the same thing. Accordingly, 
the Court will direct that all such parts of the estate as are of a wasting or 
hazardous character—investments that are not authorized are considered 
hazardous—shall be converted into trustee securities. Consequently, it was 
held by Lord Eldon, L.C., in Howe v. Earl of Dartmouth: Howe v. Countess of 
Aylesbury (1802), 7 Ves. 137, that, irrespective of the income actually received 
by the estate, the tenant-for-life was entitled, as from the testator’s death, 
only to an income equal to the interest that would have been produced had 
the wasting or hazardous assets been realized a year after the testator’s death 
and had the proceeds been invested thereupon in 3 per cent. Consolidated 
Bank Annuities. It must be remembered that the rule applies solely where 
residuary personalty is settled by will; it does not apply to realty, or to a 
settlement znter vivos, or to leaseholds. Furthermore, where the wasting or 
hazardous property cannot be sold within a year of the testator’s death without 
heavy loss, the tenant-for-life 1s entitled, out of the income brought in by the 
property itself, to 4 per cent. p.a. on the capital value of the property at the 
testator's death; the balance (if any) of the income is invested, and the tenant- 
for-life is entitled to the income arising from that investment, the remainder- 
man to the capital. 

The corollary of the case where wasting or hazardous assets are retained, 
to the detriment of the interests of the remainderman, arises where the 
residuary personalty includes an asset that has not yet fallen into possession 
and where the trustees postpone the conversion of that asset for the benefit 
of the estate, with the result that the tenant-for-life does not receive income 
from that asset. Equity provides for this state of affairs by the rule in J” re 
Earl of Chesterfield’s Trusts (1883), 24 Ch. D. 643, which seeks to give the 
tenant-for-life what he would have received if the property had been sold at 
the testator’s death and invested in authorized securities. The rule is that, 
when the asset 1n question falls into possession, the proceeds must be appor- 
tioned by ascertaining what sum, with compound interest at 4 per cent. p.a. 
with yearly rests and deducting income tax, would, with the accumulated 
interest, have produced, on the day when it is received, the actual amount 
received by the trustees. The sum so ascertained is capital and belongs to 
the remainderman, while the balance is income and belongs to the tenant-for- 
life. Hence the tenant-for-life is compensated for the fact that he has in the 
meantime been deprived of income. 

It is, of course, open to a testator to exclude in his will the rule in J» re 
Earl of Chesterfield’s Trusts, just as he may exclude the rule in Howe v. Earl 
of Dartmouth. In In re Ullswater the testator’s direction quoted above, 
followed by the provision that no reversionary or other property not actually 
producing income should be treated as producing income for the purposes 
of the testator’s will, was clearly intended to exclude the rules in Howe v. 
Earl of Dartmouth and In re Earl of Chesterfield’s Trusts respectively, the form 
of words used being that commonly used for that purpose. The testator in 
In re Ullswater then went on to provide for the payment of funeral and testa- 
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mentary expenses, debts and legacies and then directed his trustee to invest 
the residue in trustee securities. Counsel for the remainderman, coupling 


these provisions with the direction already quoted, argued that this form | 


excluded not only the rule in Howe v. Earl of Dartmouth, but also that in 


Allhusen v. Whittell. He contended that the will provided that there could | 


be no investment of the proceeds of sale of the assets of the estate until such 
time as the debts and other liabilities had been paid, so that, ex hypothesi, 


they had to be deemed to have been paid out of some other fund than the | 


residuary estate and the income of the property remaining unsold must be 
payable to the tenant-for-life without regard to the liabilities which, ex hypo- 
thest, had been discharged. It would follow from this that the tenant-for-life 
would have to pay out of the income coming into his hands the interest on 
the debts and legacies: that is to say, if the rule in Allhusen v. Whittell is 


excluded so as to benefit the tenant-for-life, he must also bear the burden of 


that exclusion and be liable to keep down interest as was the tenant-for-life 
in Barnes v. Bond. 

Roxburgh, J., agreed that counsel for the remainderman had placed a 
fair grammatical interpretation upon the words in the will, but he found that 
such an interpretation would have such remarkable consequences that he 
refused to accept it. In the first place there might be future liabilities that 
could not be immediately paid, so that the investment of the residue would 
have to be postponed for, perhaps, many years—" a ludicrous result ’’, as Rox- 
burgh, J., said. Secondly, if the direction were to be applied on the footing 
that all liabilities were notionally extinguished, it must follow that the interest 
on them was notionally extinguished too; that is to say, the direction would 
have to be construed as a direction to apply the income as though all interest 
on liabilities were discharged, so that no interest could be deducted from income 
and the interest would, with the capital sums due, have to be paid exclusively 
out of capital. This clearly could not be intended, and was, indeed, exactly 
the opposite result to that favourable to the remainderman, namely, that the 
whole burden of the interest, which was more than the income, should fall 
upon the tenant-for-life. Counsel for the remainderman sought to show that 
this second consequence did not arise, by submitting that the testator, in the 
phrase “I direct that the income of such of the same premises as for the 
time being shall remain unsold’, meant the net income of the gross estate 
—that is, the income remaining after payment of interest on the debts and 
other liabilities—but Roxburgh, J., rejected this contention on the ground 
that the testator was clearly not referring to the gross estate. 

In ve Ullswater has therefore made it clear that a testator who desires to 
exclude the rule in Al/husen v. Whittell must use words that reveal his intention 
beyond all reasonable doubt. Words that may, grammatically, exclude the 
rule will not necessarily do so if it is apparent that they were used with some 
other purpose. If the rule in Allhusen v. Whittell is excluded, then, in the 
absence of some other provision, the principle in Barnes v. Bond must be 
applied. If, therefore, the testator wishes not only to exclude the appor- 
tionment of debts and other liabilities between capital and income, but also 
to ensure that the whole of the income of the property remaining unsold shall 
be enjoyed by the tenant-for-life, he must expressly charge the capital with 
the payment of interest. 
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Australia 


Desil 


) In view of the deterioration in the country’s balance of payments the Govern- 
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Argentina 
HE Government has ruled that, for the time being, no import permits will be 
valid unless an irrevocable documentary credit has been opened to cover 
them. At the same time the controls first imposed in June on the opening of 
documentary letters of credit have been strengthened. Official permission must 
now be obtained for the opening of all credits and the central bank must be informed 
of all modifications and cancellations. 

As a further measure to stimulate exports, the central bank has ruled that 
foreign exchange arising from the export of canned meat products shall be negotiable 
at the official free market rate (about 39 pesos to the pound sterling), instead of at 
the preferential rate of 21 pesos to the pound sterling. 


Balance of payments statistics for the year to June 30, 1952, show that Australia 
had a deficit with the dollar area of $165 millions, compared with a surplus of $71 
millions in the preceding twelve months. The deterioration was mainly explained by 
the fall in export earnings. Part of this dollar deficit was covered by capital 
receipts, so that Australia’s drawings on the sterling area dollar pool in the year 
amounted to $131 millions. In the previous year she had made a net contribution 
of $97 millions. No part of the country’s gold production was sold to the United 
Kingdom during the latest period, compared with sales of $21 millions in the 
previous twelve months. 

Arrangements are being made for a loan of {A4 millions by the U.S. Export- 
Import Bank to the South Australian Government for financing large-scale pro- 
duction of uranium within the State. 


The plan to establish a free exchange market has been carried a stage further 
with the approval by the Economy Committee of the Chamber of Deputies of the 
main points of a draft Bill. Under this measure the official exchange rate would 
apply to transactions arising from (1) exports and imports, with certain exceptions, 
and to corresponding services for freight, insurance and banking; (2) Government 
services; (3) foreign loans of special importance to the economy; and (4) re- 
mittances of profits and dividends from foreign capital registered with the Comp- 
troller of Currency and Credit. The proposed free market would deal with all 
other transactions. It would also handle transactions arising from exports which 
because of their high cost cannot at present be sold abroad, and from imports 
which, though licensed, do not receive a foreign exchange allocation. The Bill 
stipulates that transfers at the official rate in respect of financial transactions will 
depend on the condition of Brazil’s balance of payments and shall not exceed 15 per 
cent. per annum for amortization, 8 per cent. for interest and Io per cent. for 


profit. 


ment has set up a commission to examine trade policy. Cuts are being made in 
imports of less essential goods and consideration is being given to the possibility of 
negotiating new barter deals to dispose of goods now unsaleable abroad. 








* Other current international banking news is discussed in ‘“‘A Banker’s Diary ’’, on pages 189-194. 
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Canada 


Official trade statistics for the first half of the year reveal a surplus of $164 
millions, against a deficit of $340 millions in the corresponding period of 1951. 
Exports, at $2,115 millions, were Ig per cent. higher than in 1951, while imports, 
at $1,950 millions, were 8 per cent. lower. Much of the improvement was due to 
the more favourable turn in Canada’s terms of trade. 

The British exchange control authorities have announced that Canada is in 
future to be treated as an American account country for the purpose of United 
Kingdom regulations. 


Ceylon 


The Government has announced a programme for restricting dollar imports. 
A wide range of goods is affected, including textiles and electrical equipment. 

Trade figures for the first half of the year showed an adverse balance of Rs.68 
millions, compared with a favourable balance of Ks.248 millions in the corre- 
sponding period of 1951. 


Denmark 


Under a new incentive scheme for dollar exports, exporters of Danish goods to 
the dollar area will be granted import licences to the amount of Io per cent. of the 
value of the dollar exports. These may be used in connection with the purchase of 
European and other non-dollar goods that are under quantitative control. The 
import certificates are transferable and are being traded at substantial premiums 
over their face value. 

A new two-year bacon contract has been concluded with the United Kingdom 
covering the period to October 2, 1954. The new pact entails a reduction of 8 per 
cent. on the price paid for Danish bacon by Britain during the first year of the 
contract. During the second year the price may be varied by not more than 
Io per cent. by mutual agreement. 


France 

Credit facilities have again been extended by a London banking group, headed 
by Lazard Bros., for financing wool purchases from British Empire sources by 
the French wool textile industry. The amount of the 1952-53 credit is, however, 
to be £10 millions, which is twice as much as in the two previous seasons. As in the 
preceding years, the new credit can be temporarily increased by £5 millions during 
the peak of the wool-buying season. 

A new type of bond issued by the Treasury has a progressively rising rate of 
interest, the rate payable being 3 per cent. if the bonds are held for one year, 
33 per cent. if held for two years and 4} per cent. if held for three years. The rates 
are in all cases increased by a fifth if the bonds are encashed for tax payment 
purposes. The bonds are redeemable at the option of the holder at any time after 
three months from the date of issue. 

The report of the commission appointed to investigate tax reform makes no 
revolutionary suggestions. The principal recommendation is that there should be 
a simplification of the existing system for assessing business profits. 

In a new attempt to bring the price rise under control the Government has 
tried to freeze prices at the levels ruling at the end of August, 1952. 


Germany 
A report on Western Germany’s economic affairs prepared by the Federal 
Government for the O.E.E.C. points out that, while production in other O.E.E.C. 
countries has reached 145 per cent. of the 1938 level, in Western Germany it is 
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still no higher than 112 per cent. The report asserts that the speed of recovery is 
bound to slacken in the future, chiefly owing to lack of capital. 

As a first step towards the implementation of the external debt agreement con- 
cluded at the London conference, the Federal Government has passed a law pro- 
viding for the registration of German bonds issued abroad. 

Following the approval of its application for membership of the Bretton Woods 
institutions, German representatives have been elected to the executive boards of 
the International Monetary Fund and the International Bank for Reconstruction 
and Development. 


India 
Early in September the Reserve Bank refused permission to a Portuguese bank, 
Banco Nacionale Ultramarino, to carry on banking business in India. It was 
explained that the Reserve Bank was not satisfied that the Portuguese Government 
does not discriminate against banking companies registered in India. Action was 
taken under the Indian Companies Act of 1949. 


Indonesia 


A new regulation requires Indonesian importers to deposit in advance with a 
bank 40 per cent. of the c.i.f. value of imported goods in Indonesian currency. 

To discourage the import of less essential goods a new system of exchange rates 
has been introduced. All imports are classified under four headings—essential 
goods, non-essential goods, semi-luxury goods and luxuries. The rate of exchange 
for the first category remains at the official parity figure of Rp.11.43 per U.S. 
dollar. The effective rate for the second category is Rp.22.86 and for the third 
Rp.34.29. No exchange will be made available for goods in the fourth category. 
Export duties introduced in February have been reduced. 


Israel 


Under a new agreement concluded with the American Government Israel will 
receive grants of $73 millions under the U.S. foreign aid programme in 1953. 
Some $70 millions of this sum will be devoted to the relief and resettlement of 
immigrants and the balance to expenditures arising from technical co-operation. 

Plans for the establishment of a State central bank are now well advanced. 
It is hoped to set up the new institution before the end of 1952. One of its main 
functions will be to carry out the note-issuing functions now exercised by a special 
department of the Bank Leumi-le-Israel, formerly the Anglo-Palestine Bank. 

Arrangements are also being made for the establishment of an Israel export 
bank. The proposed institution will be in the hands of private interests, but repre- 
sentatives of the Ministries of Finance and Commerce will be included in its staft 
and it is intended that it shall work in close collaboration with the Government's 
export institute. Its main function will be to provide funds for the purchase of 
foreign raw materials for use by local exporting concerns. 


Italy 

The deterioration in the country’s balance of payments position is causing 
anxiety, trade returns for the first half of the year showing that the visible trade 
deficit of 299,500 million lire was nearly 60 per cent. larger than in 1951. The 
setback was due in part to a rise in imports and in part to a fall in exports. The 
deterioration in payments with the dollar area has been particularly marked. 
Reserves of gold and dollars are now having to be drawn upon despite the receipt 
of American aid. 
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Japan 

As part of a general overhaul of Government agencies the Foreign Exchange 
Control Board has been abolished and its functions transferred to the newly 
established Foreign Exchange Bureau of the Ministry of Finance. The Economic 
Stabilization Board has also been wound up. In its place there has been set up an 
Economic Investigation Board, which is smaller in size and has less authority. 

A survey prepared by the Economic Deliberation Board forecasts that economic 
development in 1953 should proceed on the same lines as in 1952, with the general 
living standard showing an improvement of about I per cent. External payments 
are expected to show a small surplus. 

As a first move to rebuild Japan’s foreign exchange banks the Japanese Finance 
Ministry will withdraw part of its foreign exchange balances from foreign banks 
and deposit the funds thus released with the 12 Japanese foreign exchange banks, 
Consideration is also being given to ways of enabling Japanese banks to establish 
foreign branches. Three Japanese banks—the Fuji Bank, the Tokio Bank and 
the Teikoku Bank—are opening premises in London. 

Japanese representatives have been elected to the Executive Boards of the 
International Monetary Fund and the International Bank. 





Malaya 


Foreign trade statistics for the first half of 1952 show an adverse balance 
equivalent to £5 millions sterling, compared with a favourable balance of £115 
millions in the first six months of 1951. Total trade, at £471 millions, was almost 
exactly a third lower than in the corresponding period a year before. The favour- 
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able balance of about £75 millions shown in trade with the United States in 1951 
was cut down to {31 millions in the first half of this vear. 


New Zealand 


The Government has announced an increase, from 3} to 4 per cent., in the 
maximum rate at which local authorities may borrow. Orders in Council at the 
new rate will at first be issued only for immediate requirements. 

The Government has sanctioned sales of newly-mined gold on the world free 
markets, provided proceeds are paid over to the banking system in U.S. dollars at 
not less than $35 per ounce. 

Pakistan 

The Government has announced import cuts which are expected to result in a 
contraction of Rs.400 millions per annum in foreign exchange expenditure. The 
new measures are intended to correct the adverse impact on the balance of pay- 
ments of the severe drop in export earnings and to give the Government additional 
bargaining power when negotiating sales of raw materials to other countries. 

Prior to the decision to impose import restrictions, the Government endeavoured 
to curtail foreign exchange expenditure by tightening up credit controls on im- 
porters. The maximum credit allowance on goods on open general licence was 
reduced from 50 to 25 per cent. and that on other goods cut to 50 per cent. 


Paraguay 

A new foreign exchange system introduced by the Paraguayan Government 
after consultation with the International Monetary Fund provides for the establish- 
ment of a basic buying and selling rate of 15 guaranies per U.S. dollar in the official 
market instead of the two previous rates of 9 and 6 guaranies. The new system 
provides for temporary subsidies for specified essential imports and non-trade 
Government payments, exchange surcharges on certain less essential imports and 
the prohibition of luxury imports. Export taxes will continue for most products 
and subsidies will be retained on a temporary basis for certain minor exports. The 
free market will be restricted to business arising from invisible transactions. 


South Africa 


Trade returns for the first half of the year show that imports amounted to 
{229.1 millions, or £1.3 millions higher than in the comparable period of 1951. 
Exports, at {168.4 millions, showed a decline of {11.1 millions. 

The Minister for Economic Affairs, Mr. Louw, has announced that the pre- 
liminary allocation of exchange for consumer goods for 1953 is being retained at 
30 per cent. of the 1948 level. 


United States 


The report of the U.S. Export-Import Bank for the year to June 30 last reveals 
that at the close of the period abovt $3,300 millions had been committed, from 
an authorized lending total of $4,500 millions. The bank made a profit of $71 
millions during the year. Of this, $32 millions was added to reserves, bringing 
them up to $927 millions. The balance was paid over to the Treasury. 

A number of the commercial banks have raised interest rates on loans to brokers 
against securities (other than Government issues) from 2} to 2? per cent. 

Mr. Eric Johnston, chairman of the International Development Advisory Board 
(which is part of President Truman’s Point Four programme for developing back- 
ward countries), has expressed the hope that U.S. private investment in foreign 
— will rise to $4,000 millions by 1956. In 1951 it was less than $1,000 
millions. 
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Obituary 





SIR WALROND SINCLAIR 

British banking has lost one of its leading figures through the death, at the 
age of 72, of Sir Walrond A. F. Sinclair, K.B.E., the chairman of Williams Deacon’s 
Bank since 1949. Sir Walrond, who became a director of Williams Deacon’s in 
1935 and deputy chairman in 1945, was also a director of the Royal Bank of 
Scotland and of several industrial companies. 





Appointments and Retirements 


Barclays Bank—/pswich, Local Head Office: Mr. M. W. G. Wathen to be a local director. 
Inspection Dept.: Mr. J. R. Tate to be an inspector. Trustee Dept., North London: Mr. C. Mahony 
to be manager. Hampstead Heath: Mr. R. J. Helder, from Head Office, to be manager. Aldershot: 
Mr. C. R. Packard, from Devizes, to be manager. Bourne: Mr. E. T. Chapman, from Lincoln, 
to be manager. Devizes: Mr. E. P. P. Bull, from Witney, to be manager. Hadleigh, Suffolk: 
Mr. A. A. Day, from Stowmarket, to be manager. Llandrindod Wells: Mr. L. H. U. Cook, from 
Shrewsbury, to be manager. Mold: Mr. W. Moelwyn Hughes, from Rhyl, to be manager. 
Pontardulais: Mr. J. A. Clement, from Pontardawe, to be manager. 
Clydesdale & North of Scotland Bank—Oban, Station Rd. and George St.: Mr. Gordon Gray, 
from Station Rd., Oban, to be manager also at George St. on retirement of Mr. R. Clark. Aberdeen 
—King St.: Mr. J. W. Mort, from Edinburgh, to be manager; George St.: Mr. G. G. Cook, from 
King St., Aberdeen, to be manager on retirement of Mr. A. Ducat. 
District Bank—Cheadle Hulme: Mr. E. H. Lloyd, from Market Pl., Stockport, to be manager. 
London—High Holborn: Mr. S. McOnegal, from Kingsway, to be manager; Aingsway: Mr. J. E. 
Rawlinson, from Sevenoaks, to be manager. 
Lloyds Bank—Head Office, Staff Dept.: Mr. R. G. Swann to be an assistant staff manager. 
Chatham (also Watling St.): Mr. W. H. Jeftkins, from Gillingham, to be manager on retirement 
of Mr. G. Walker. Farnborough, Hants: Mr. H. W. P. Harrison, M.C., from St. James’s St., to 
be manager. Lancaster: Mr. ]. M. Gibson to be manager. 
Martins Bank—London—Ludgate Circus: Mr. F. L. Flanagan to be manager; Mottingham: 
Mr. H. W. Spencer to be manager. 
Midland Bank—FEgremont (Cumberland): Mr. R. N. Crayston to be manager in succession to 
the late Mr. W. D. Butler. Mansfield: Mr. W. H. McMahon, from Granby St., Leicester, to be 
manager on retirement of Mr. E. G. Earl. Nottingham, Milton St.: Mr. P. R. Bembridge to be 
manager of this branch, formerly under the same management as Long Row, Nottingham 
Sudbury (Middlesex): Mr. A. P. Fawthrop to be manager of this branch, formerly under the 
same management as Wembley. 
National Provincial Bank—Head Office: Mr. W. Lynn, from Advance Dept., to be an assistant 
general manager, in succession to the late Mr. C. I. Daniell; Mr. J. L. Cook to be a controller, 
Advance Dept.; Mr. T. M. Johnson, from Trafalgar 5q., to be chief inspector on retirement, 
owing to ill-health, of Mr. S. W. Pruden. Bangor, Trustee Branch: Mr. C. E. Owen to be manager. 
Trafalgar Sq.: Mr. P. E. Edgley, from Piccadilly, to be manager. Beverley: Mr. N. A. Cowey 
to be manager. Birmingham: Mr. J. S. Welch, from Coventry, to be manager on retirement 
of Mr. A. Wright. Caterham: Mr. W. E. Beech to be manager. Felixstowe: Mr. E. G. Harris 
to be manager. Great Missenden: Mr. J. N. Jenkins, from Herne Bay, to be manager in succession 
to the late Mr. C. B. L. G. Levason. Hay-on-Wye: Mr. A. W. Lloyd, from Llanidloes, to be 
manager on retirement of Mr. J. R. Jones. Llanidloes: Mr. L. W. Parry, from Llangollen, to 
be manager. Norwich: Mr. J. Pearson, from Head Office, to be manager on retirement of Mr. 
E. J. V. Marshall. Ruthin: Mr. E. B. Waters to be manager in succession to the late Mr. E. 
Jones. To be an Inspector of Branches: Mr. H. B. B. Oliver, from Baker St. 
Royal Bank of Scotland—Glasgow, Plantation: Mr. A. Henderson, from Possilpark, to be 
manager on retirement of Mr. A. Kinloch. 
Union Bank of Scotland—FEdinburgh, Norton Park: Mr. G. G. Carmichael, from Edinburgh, to 
be manager on Mr. D. Laidlaw’s retirement. Helensburgh: Mr. G. Somerville, from Kilcreggan, 
to be manager in succession to the late Mr. D. T. Walker. 
Westminster Bank—Head Office: Mr. A. E. Hickman to be staff controller on retirement of 
Mr. H. E. Black; Mr. H. W. W. Gray, M.B.E., T.D., to be an assistant staff controller; and 
Mr. N. W. Harrison to be a controllers’ assistant. Foreign Branch Office: Mr. A. H. Lewis to be 
manager on retirement of Mr. W. L. Wilmot; Mr. G. E. Chilvers to be deputy manager. Crouch 
End and Hornsey: Mr. F. W. Wrench to be manager on retirement, owing to ill-health, of Mr. 
W. B. Ives. Holland Park and Shepherd’s Bush: Mr. C. E. Baggaley, from Marylebone, to be 
manager. Streatham Common: Mr. J. Cross, from Smith Sq., to be manager on retirement ol 
Mr. C. A. Perry. Worksop: Mr. D. A. James to be manager on retirement of Mr. C. S. Henson. 
Westminster Foreign Bank Ltd.; Mr. O. E. Crump to be controller. 
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Banking Statist1 
S ISTICS 
the Trend of “ Risk” Assets 
i (Faguves in italics show percentages of gross deposits) 
‘ wr Actual Change in: Advances pilus Investments 
(£mn.) (£mn.) Ratio 
Oct., Nov., Dec.-July, <Aug., Oct.., July, Aug., 
1951 1951 1951-52 1952 1951 1952 1952 
Barclays: 
Advances... +4 368.5 371.0 - 15.5 10.8) 
ctor. sa in 29.2 29.3 s | , 
LOny Investments. . es 314.8 425.7 - 10.0 - O45 > ia 61.2 we.2 
shot: | % ss Ks 25.0 33.6 J 
oln, Lloyds: 
folk : Advances... <a 345.2 351.1 - 5.5 13.7 ) 
irom % ‘« i 30.2 30.7 : ' 
ager. J Investments. . wa 279.6 371.2 18.6 O.1 } 54-6 60.2 59. 4 
A 24.4 32.5 J 
Tay, Midland: 
deen Advances... - 393.3 397.1 “2.9 10.8 ) 
from % 4 “a 29.6 30.1 . — ‘ 
Investments. . is Pe dae 433.8 - 8.6 - O.!I } 4-4 62.5 Or.5 
ager. y A - i 24.9 32.8 J 
J. E. National Provincial: 
Advances... a 290.3 298.1 - 20.5 - 16.4 ) 
iver, % - a 35-4 37.2 cw a 
ment Investments. . Ee 165.9 230.9 — 30.1 —- O.I } 53°9 sali 199 
t., to 4 20.2 28.8 J 
Westminster: 
ham: Advances... .. 248.6 249.5 -—- 4.6 — 12.4) 
A és ia e.2 1.6 
mm to Investments. . es ia By — 22.5 O.1 > a7 4 64.3 oF.3 
0 be y | Ke ‘a 26.3 33-4 J 
to be District : 
ham. Advances... ta 60.1 62.6 5.2 0.8) 
r the o% ca +e 25.6 26.6 F , 
Investments. . i 71.5 91.6 8.9 Oo. > 56.1 60.3 id 
stant % 30.5 38 .9 J 
oller, Martins: 
nent, Advances... ies 89.0 QI.4 13.3 a7} 
ager. % na ee 29.1 29.3 ‘ ‘ -£ 
owey Investments. . ie 78.2 aa — 3.7 Ov! > 54.0 56.0 alii 
ment of, ev - 25.5 33.0 J 
[arris Eleven Clearing Banks : 
ssion Advances... .. 1,897.0 1,925.2 102.7 -— 68.0) ~ 
0 be of - ss 30.6 31.1 — — a 
n, to Investments. . -> 3,983.2 2,098.9 1160.1 + 1.6 + 55+7 ik ae 
de A - - 25.1 32.9 J 
r. E. ! 
wai : Trend of Bank Liquidity 
195! 1952 
rh, to si sal “aaa ato Se ee ae ee eS ee ee ae 
gan, Oct. Dec. Jan. Mar. April May June July Aug 
Liquid Assets * : % yA % A % y A % %, % 
nt of Barclays ea 7 -. 40.0 33.8 43.7 32.0 31.6 423.2 38.0 33.0 27:2 
and Lloyds .. ~ me -. 40.0 32.8 24.4 3869 22.3 32.8 23:0 2654 7.6 
to be Midland 3 = . ee Bee S556 - 253 2.2 32.8 34.4 34.9 36.4 
vouch National Provincial .. c+ Se 2a.9 34-1 33-4 31.1 32.6 34.0 35.6 38.7 
f Mr. Westminster .. sa + 36.7 30.8 33-2 31.2 30.9 32.2 34.4 35.8 36.7 
to be District. . fins 7 .. 38.0 30.4 30.9 30.0 29.5 33-0 35.6 38.0 38.9 
nt of Martins. . Big aa i Se 2658 34.8 34.1 34.3 37-8 40.8 41.4 41.6 
nson. Eleven Clearing Banks .. 39.0 33.2 33.8 31.8 31.6 32.9 34.7 35.9 37.4 
* Cash, call money and bills. 
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1933 
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April 
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* Ten clearing banks for 1921-35, thereafter eleven; the first, and italicized, line for 1936 
adjusts the official figures to exclude the District Bank, and thus helps to join the break in con- 
tinuity of the series. 


Banking Trends over Thirty Years* 
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‘“* Risk ”’ Assets 












Liquid Assets 








Invest- Combined 
Actual Ratio T.D.R.s ments Advances’ Ratio 
{mn. % {mn. £mn. % 
680 38 — 25 833 64 
055 37 — 391 750 04 
581 35 “ne 350 701 07 
545 33 mee 341 808 69 
539 32 — 286 856 69 
532 32 _ 205 892 70 
553 32 _ 254 928 69 
584 33 “nee 254 948 68 
505 32 — 257 991 69 
590 33 ~— 258 963 68 
500 32 — 301 919 69 
611 34 ~— 348 344 07 
665 34 _ 537 759 66 
570 31 ne 500 753 70 
623 31 — 615 709 09 
692 32 — 614 § 39 68 
713 32 — 643 865 68 
683 30 — 652 954 70 
672 30 — 037 970 7I 
648 29 — 608 991 71 
785 31 73 666 955 05 
670 23 495 894 858 59 
712 22 642 1,069 797 57 
72: 20 1,002 1,147 747 2 
788 19 1,387 1,165 750 46 
886 19 1,811 1,156 768 41 
1,280 25 1,492 1,345 888 44 
1,646 29 1,308 1,474 1,107 40 
1,703 2 1,284 1,479 1,320 47 
1,920 32 983 1,505 1,440 49 
2,345 39 430 1,505 1,003 52 
2,308 38 247 1,624 1,822 56 
2,423 39-1 177 1,555 1,897 55-7 
1,981 32.0 108 2,033 1,925 64.0 
2,100 33.2 102 1,966 1,931 61.5 
2,092 33.38 66 1,954 1,912 62.3 
1,574 31.9 15 1,944 1,933 65.8 
1,872 31.8 — 1,935 1,946 66.0 
1,895 31.6 “ee 1,934 1,953 64.9 
1,944 32.9 — 1,932 1,591 64.8 
2,106 34.7 — I,Q17 1,560 62.3 
2,175 35-9 — 1,917 1,823 61.7 
2,265 37.4 — 1,918 1,755 60.7 











































Floating Debt 








sept. 22, Aug. 23, Aug. 30, Sept. 6, Sept. 13, Sept. 20, 
1951 1952 1952 1952 1952 1952 
fm. sm. #m. fm. fm. fm. 
354.6 307.0 292.1 309.3 288.7 316.0 

3240.0 3020.0 3040.0 3050.0 3070.0 3090.0 
2304.7 1402.9 1445.7 1453.1 1479.9 1470.4 
265.0 — — —— — — 
6224.4 4789.9 4777.8 4812.3 4838.6 4577.0 
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National Savings 
(£ millions) 
Savings | Savings 
animes Certi- Defence Savings | Certi- Defence Savings 
ned ficates Bonds Banks Total | ficates Bonds Banks Total 
, (net) (net) (net)* Small | (net) (net) (net)* Small 
1947 IV... 16.4 — 25.1 17.2 8.5 | I950Sept... - 4.8 - 2.7 5.I - 2.4 
| ie « «23,2 = - 3.9 8.8 5.4 
148 I .. 29.4 - 29.9 54.6 54.1 | Nov... - 3.0- 2.7 3-7 - 2.0 
” II - 2.3 — 31.2 13.7 - 19.8 | Dec. .. —- 4.4 -— 2.4 -16.8 - 23.6 
aS ss + $15 ~ 38.3 6.4 — 18.4 1951 Jan. .. -— 1.5 - 2.0 I5.0 I1.5 
IV .. -7.2- 5.8 8.3 - 4-7 Feb. .. 19.3 2.1 -5.9 15.5 
Mar. .. 9.7 3.8 -— 5.8 7-7 
1949 I .. 7.3 - 1.4 1§2.2 £458.1 April .. 7.7 - 0.2 — 1.4 6.1 
mw * 88° Cw 8.6 6.7 May .. 2.7 - O.1 -14.7 - 12.1 
III .. -7.6- 4.8 - 2.7 - 15.1! June... 4.9 0.2 -12.8 —- 7.7 
IV .. —~-8.9—- §.5 = 3-2 = 17.2 July .. 1.2- 0.7 -16.8 — 16.3 
Aug. .. - 0.5 — 5.1 -— 4.6 — 10.2 
19590 I .. -—5.5- 9-1 36.6 22.0 Sept. . 0.3-> 4.5 9.9 5.7 
II .. -10.9 —- 9.6 6.4 - 14.1 Oct. . nom Fag [2.3 6.0 
II .. -13.6- 7.5 - 2.4 — 23.5 Nov... ~0©.3=- §.7 3.8= 2.2 
IV .. —~8.6- 7.3- 4.3 — 20.2 Dec. .. -— 0.8 —- 8.4 -I7.1 -— 26.3 
1952 Jan. 0.2 - 4.0 7.5 5.9 
i951 I .. 27.5 3.9 1:3 34:9 Feb. .. = 9,2 2.3- 3.3 
Il 15.3 -— O.1 — 28.9 — 13.7 | ao 3.7 -— 15.9 5-5 - 6.7 
ia I.0 — 10.3 -— I1.5 — 20.8 April... - 2.6 - 7.1 5-4 - 4.3 
IV... -— 0.1 — 21.4 - 1.0 -— 22.5 May .. - 3.8 — 11.6 — 5.6 — 21.0 
June... -—1.5- 7.2 -— 4.2 — 12.9 
1952 I 5-6 — 27.2 ng.9 - Gig | July .. — 3.7 - 7.7 —18.3 - 29.7 
II -7.9— 25.9 —- 4-4 —- 38.2 | Aug... — 0.9 -—10.2 — 3.I — 14.2 
* Including Release Benefit Accounts from July, 1945. 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : Reserves 
Deficit —_—_—_————— at end of 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold American in 
Credits I.M.F. Loan Aid Reserves 
7 1946 we .. — 908 1123 —— a = + 220 26096 
.O 1947 “s .. —4131 3273 240 —_ —— — 618 2079 
8 1948 a .. 1710 352 128 325 682 — 22: ‘1856 
: 1949 is .. ~1532 116 52 -- = 1196 —- 168 1688 
3 1950: at .. +805 45 -—— — 762 + ]612 3300 
5 1951 : 
-O I in .. +360 -— -- — 98 + 458 3758 
9 II - .. + 54 — — — -55 + 109 3867 
5 III i .. — 638 — ~-- -— 40 — 598 3269 
3 IV - .. — 940 — ~— -— 6 - os 2335 
-/ -_—-——— --— _— —— ——-——» 2 —_—__—. 
-7 Total, 1951 .. 1164 — — -— 199 — 965 2335 
1930 ee vena aaa ae neice enema = 
con- 1952: 
January .. — 299 — -——- -— + — 299 2036 
February .. .. — 266 — -— —- —— — 266 1770 
March “ .. - JI — — ~ I - 70 1700 
on I - oo + — ~—- --- I — 635 1700 
m. 
— April i .. — 63 — — ~- 25 - 38 1662 
16.6 May 3 .. -— 65 — -— -— 81 + 16 1678 
June wb .. — 88 — = — 95 + 7 1685 
go.0 —— —- —_—— ad so —- 
70.4 II - .. — 216 = ~- —— 201 - 15 1685 
wee July es .. — 30 — ~- -- 61 + 31 1716 
an August .. se = Bg ~- — — 45 —- 44 1672 
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